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The Sears 

Value 

Equation: 

Serving 

America’s 

Families 

Creates 

Shareholder 

Value 


Birthdays are passages Sears cus¬ 
tomers celebrate to mark their growth 
and advancement into new phases of 
life. Sears, too, entered a new phase 
in 1994 as the company announced 
plans to spin off Allstate, its insurance 
subsidiary, to shareholders. When the 
spin-off transaction is completed, 
Sears, Roebuck and Co. will be com¬ 


posed primarily of its merchandising 
operations. Allstate will be an inde¬ 
pendent. publicly-held corporation. 
As completely separate companies, 
Sears and Allstate will be positioned 
to further enhance shareholder value 
by focusing on how best to serve the 
needs of their customers—represent¬ 
ing 60 million households. 


Company businesses 


Sears Merchandise Group 

With its network of 
mall-based depart¬ 
ment stores. Sears is 
a leading retailer of 
apparel, home, and 
automotive products 
and related services 
for families throughout North 
America, serving more than 
50 million households. 



Allstate Insurance Group 

Allstate is die nation’s-largest pub- 
lidy-held property and casualty, inr 
surance company, with more than 
20 million customers and 14,500 full¬ 
time agents in the United States ajjid 
Canada. Founded in 1931 by Sear.V-’-; s** 
Allstate also is a 
major life 
insurer. 



Corporate Businesses 

Sears. Roebuck and Co. also operates 


or holds interests 
in real estate, 
computer, and 
information ser¬ 
vices businesses. 
These include 
Homart, Prodigy, 
and Advantis. 
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Financial highlights 

millions, except per 
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Letter to our shareholders 


The performance of Sears and Allstate is fundamentally strong, Jf and the 
businesses offer additional potential for further appreciation / independently. 


T he year 1994 marked the 
end of an historic era at 
Sears. Roebuck and Co., and 
the beginning of exciting new eras 
for Sears and Allstate as indepen¬ 
dent companies. 

After thorough consideration, our 
board of directors approved my rec¬ 
ommendation to spin off Sears own¬ 
ership in The Allstate Corporation to 
Sears shareholders through a tax- 
free dividend. Upon successful 
completion of the transaction, 
expected by mid-year 1995. each 
eligible holder of Sears common 
shares will receive nearly one share 
of Allstate for each Sears share. 

Sears and Allstate are ready, and 
the economic environment is right, 
for these successful American fran¬ 
chises to operate independently. 

Each has 
excellent 
management, 
solid operat¬ 
ing perfor¬ 
mance, and 
financial strength. Each is a 
respected leader in its industry. 

Furthermore, there are no longer 
dear-cut business reasons to keep 
them together. Most Allstate agents, 
for example, now work out ol 
neighborhood offices rather than 
from Sears stores. 

As highly-focused, independent 
companies. Sears and Allstate will 
have greater flexibility to pursue 
their own growth strategies and it 
will be easier for the financial com¬ 
munity to evaluate the companies. 
They also will have a more direct 
relationship with their own share¬ 
holders and will be able to provide 
more effective incentives to their 
employees that directly link 
rewards with performance. 

This transaction is the latest of a 
number of actions we have under¬ 
taken in recent years to assure that 
the structure ol the company facili¬ 
tates optimum performance of die 


hii.sines.ses we operate, and thus 
delivers value to our .shareholders. 
We have concluded from time 
to time that business operations 
and shareholder value will be 
strengthened by divesting, through 
various means, certain companies 
we control. 

As the theme of this annual report 
suggests, we could not. deliver share¬ 
holder value if our businesses were 
not successful. And they 
would not be successlul 
unless we were delivering 
value to our customer base 
of more than 60 million 
households by offering quali¬ 
ty products and sendees at 
competitive prices. This 
relationship between cus¬ 
tomer value and shareholder 
value is what we mean by 
"The Sears Value Equation." 

Although the basic opera¬ 
tional performance of both 
Sears and Allstate was solid, 
total 1994 results were seriously 
affected by the Los Angeles earth¬ 
quake in January 1994, which 
resulted in $846 million of catas¬ 
trophe losses lor Sears alter taxes. 
Consolidated earnings for 1994 
were $1.45 billion, or $3.66 per 
share. Excluding the financial 
impact of the earthquake and a 
$195 million extraordinary gain from 
the transfer of our ownership ol the 
sears Tower to a trust, consolidated 
earnings were $2.11 billion, or $5.34 
per share. 

Sears Merchandise Group earn¬ 
ings performance was the best 
since 1984, rising 18.4 percent to 
$890 million. Its 1994 revenues 
rose 8.5 percent to $33-02 billion. 
Allstate\s underlying business per¬ 
formance was the best ever, exclud¬ 
ing the earthquake. Its income was 
$388 million, after minority interest 
of $96 million—or $1.23 billion, 
excluding the earthquake—and rev¬ 
enues increased to $21.46 billion. 


Em very grateful for the extraordi¬ 
nary efforts of our people in revital¬ 
izing Sears and Allstate and for the 
guidance and support of our board 
of directors. Two individuals 
deserve special recognition. 

Edgar B. Stern, Jr., chairman of 
Royal Street Corporation, retired 
from the Sears board of directors 
in 1994, after 36 years of service. 

His wisdom and counsel will be 
greatly missed. 

Wayne E. Hedien. 
former chairman and 
chief executive officer of 
Allstate, retired from the 
company after 28 years 
of .service. Allstate's 
exceptional underlying 
performance in the past 
two years capped 
Wayne's extraordina fy 
c:a rcer. 

Following successful 
completion of the 
Allstate spin-off and a 
transition period, 1 plan to retire 
from Sears. I have recommended 
to the board that Arthur C. Martinez, 
chairman and chief executiv e offi¬ 
cer of Sears Merchandise Group, 
succeed me as chairman and chief 
executive officer of Sears, Roebuck 
and Co. He was elected a director 
on February 7. 

It has been my privilege to serve 
as your chairman for the past nine 
years of my 38-year career at Sears, 
and 1 appreciate your support as 
we reshape this great institution 
for the future. 

Edward A. Brennan 

Chairman and Chief Executive Officer 

March 10, 1995 


j Sears Chairman and Chief Executive 
Officer Edward A. Brennan talks with 
graduate students at Massachusetts 
Institute of Technology's Sloan School 
Of Management. Cambridge Mass 

































Chairman Ed Brennan describes major company developments in 
outlook for Sears and Allstate as two market-focused American 



1994 and 
franchises. 


O 


Why do you propose 
spinning off Allstate in 1995? 


Sears and Allstate are ready 
and the economic environment is 
right for them to operate as indepen¬ 
dent companies. Each has strong 
management, excellent operating 
performance, and financial .strength; 
and the business and economic envi¬ 
ronment makes the liming right. 

Each will be able to offer employees 
stock plans that are tied more directly 
to their efforts, unaffected by perfor¬ 
mance of the other company. Also, 
highly-focused, independent compa¬ 
nies tend to perform better and can 
deliver greater rewards to their 
employees and shareholders. 


Q 


What do you mean by 
highly-focused companies? 

A: Focusing on core business 
strengths is critical to success today. 
The respective strengths of Sears and 
Allstate should become more appar¬ 
ent to financial markets once they 
are separated. Each business will be 
able to concentrate on its own mar¬ 
kets and strategies, unencumbered 
by corporate or other business unit 

objectives and 
policies. 

These two 
consumer 
powerhouses 
are led by 
strong management to guide them 
into the future. I’m proud of what 
the Merchandise Group has accom¬ 
plished since we brought Arthur 
Martinez aboard in 1992. and his 
leadership gives me great confidence 
about the future of Sears. Allstate 
fias a superb management team as 
well, headed by Jerry Choate and Ed 
l.iddy, who are building on Allstate’s 
core strengths in property-liability 
and life insurance. 


Upon completion of the Allstate spm-ot 
in mid-1995. Sears shareholders will 
receive approximately one Allstate shai 
for each share of Sears they own. Both 
stocks trade on the New York Stock 
Exchange (left), among others 


When do you expect the 
spin-off to occur? 


stock at that time, subject of course 
to market conditions. 



Edward A Brennan 
(seated) with 
James M. Denny, 
vice chairman 


How will the Sears and 
Allstate dividends be affected? 

A: After the spin-off, tine com¬ 
bined annual dividends on the two 
stocks are expected to be approxi¬ 
mately SI.64, as compared with the 
current annual dividend of SI.60 on 
Sears stock. 

What debt will Sears have 
after the spin-off? 

Virtually the only Sears 
debt will be that used to finance 
approximately $18 billion of credit 
card receivables. We have been 
working very methodically in 
recent years to reduce debt. Our 
1993 corporate repositioning trans¬ 
ferred or eliminated more than 
$30 billion of funding, and the 
Sears Tower transaction eliminated 
$845 million of debt. We also have 
carefully put together a very lean 
corporate organization that incurs 
minimal expense to support our 
core businesses. 


A: The spin-off is expected to 
occur in mid-1995, following satis- 
laction of several conditions. They 
include shareholder approval of 
the spin-off and receipt of an 
Internal Revenue Sendee ruling, 
or an opinion of counsel, that the 
transaction will be tax-free. 


V How will the spin-off affect 
the Sears shareholder and the 
Sears stock price? 

When the distribution of the 
special tax-free dividend i.s made in 
mid-1995, each eligible Sears com¬ 
mon shareholder will receive about 
.93 of a share of Allstate slock for 
each share of Sears held. There¬ 
fore. we expect the Sears stock 
price to decrease by an amount 
slightly less than 
the price of a 
share of 
Allstate 















Sears value 

creation milestones 


• Begins offering credit to customers. 


company's first retail store. 


•Forms Allstate to mass 1 


e through catalogs and 


stores: adds other types of insurance in 1950s-. buys a mortgage company 
and savings and loans in 1970s. 


•Forms Homart as commercial real estate 
development and management arm. 


H 

Homart 


•Buys Coldwell Banker. 
•Buys Dean Witter Reynolds. 


m 


DEAN WITTER 


•Forms Prodigy in partnership with IBM. 


Comple 


tial public offering (IPO) of 25.0 percent of Sears Mexic 


•Completes IPO of 25.7 percent of SPS Transaction Services. 
•Announces strategic repositioning to concentrate on core retail and 
insurance businesses. 

•Forms Advantis as joint venture with IBM. 


•Announces major restructuring of Sears Merchandise Group, including 
discontinuing catalog operations, closing unprofitable stores, and 
offering early retirement program. 

•Dean Witter, Discover & Co. sells 19 9 percent of its stock in IPO. 

•Allstate sells 19-9 percent of its stock, in largest IPO ever for 
a U.S. company. 

•Spins off remaining interest in Dean Witter, Discover & Co. to Sears 
shareholders, in second largest dividend of stock in U.S. history. 

•Sells Coldwell Banker residential business and mortgage banking 
operations. 


•Transfers ownership of Scars Tower and related 
mortgages to a trust. 

►Announces plan to spin off interest in i 
shareholders in mid-1995. as tax-free dividend. 
Announces intention to divest Homart. 


1 


•Introduces Discover Card with national roll-out in 1986. 

•Undertakes first major restructuring of Sears Merchandise Group. 
•Divests Allstate's group life-health business. 

•Initiates repurchase of 40 million Sears common shares. 


•Sells Coldwell Banker s commercial division. 
•Begins repurchasing 21.9 million Sears common 
shares for Employee Stock Ownership Plan. 






^ What is the Merchandise 
Group’s strategy to increase rev¬ 
enues and reduce expenses? 

-A-! Sears is engaged in a variety of 
programs to continue to increase rev¬ 
enues. These include store renovations 
to make our stores more compelling 
places to shop, opening and relocating 
new department and free-standing 
stores, sharper pricing, improved cus¬ 
tomer sendee, and expanded lines of 
merchandise for our customers. As a 
result, for the last two years we’ve led 
our major competitors in comparable 
store sales increases, while lowering 
expenses to more competitive levels. 

() How is Allstate protecting 
itself from future major 
catastrophic losses? 

A: Catastrophe loss management is a 
top priority for Allstate. The company's 
objective is to limit its exposure from 
any single catastrophic event—primarily 
through new-busi ness limits, appropri¬ 
ate rate increases, and non-renewals— 
to a maximum of $1 billion, pretax. 

The target is based on Allstate's sur¬ 
plus and its capacity to absorb a loss 
of a given size without impairing its 
growth potential. 

Allstate is aggressively addressing its 
exposure to catastrophe losses. The 
company is continuing to evaluate the 
potential and capacity of reinsurance 
programs or similar financial alterna¬ 
tives. Allstate also is pursuing state 
and federal legislative actions to help 
provide a comprehensive solution to 
managing losses from hurricanes and 
earthquakes on a countrywide basis. 
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Why has Sears 
taken such dramatic repositioning 
and restructuring actions in 
recent years? 


Ad The hoard of directors regular¬ 
ly reviews the corporation's structure 
I to determine whether it supports 
optimal performance and thus semes 
I the best interests of shareholders by 
delivering shareholder value. As a 
result, we have at appropriate times 
repositioned the corporation to maxi¬ 
mize the value of businesses or parts 
of businesses. 

The 1993 repositioning of our 
financial sendees businesses was one 
of those steps taken over the past 
10 years designed to enhance value 
for our shareholders. The initial 
public offerings of Dean Witter and 
Allstate and the spin-off of Dean 
Witter. Discover & Co. in the form of 
a tax-free dividend to our sharehold¬ 
ers enabled us to raise $4.2 billion 
in gross proceeds and eliminate or 
; transfer more than $30 billion of 
funding. It also enabled Dean Witter 
to become even more successful. 


Edward Brennan and James Denny 


What is your view of the 
U.S. economy in the near term 
and how will it affect Sears and 
Allstate going forward? 

A: The 4 percent real growth 
experienced by the ITS. economy 
in 1994 was its best performance 
since 1984. Our current expectations 
for 1995 include overall growth of 
nearly 3 percent, unemployment of 
less than 3-5 percent and a stable 
price environment. These condi¬ 
tions should be ideal for the orderly- 
transition of Allstate and Sears to 
independent companies. □ 


We intend to further enhance 
value through the Allstate spin-off. 
When it’s concluded, sometime in 
miu-1995, Allstate and Seai.s .should 
be able to pursue their goals with 
increased focus and success. 

What were the results of 
the Sears Tower transaction? 

.Ad The transfer of ownership of 
Sears Tower and its related mort¬ 
gages to a trust in 1994 
removed $845 million in debt 
from our balance sheet and 
will reduce Sears corporate 
interest expense by about 
S75 million annually. In the 
fourth quarter of 1994, we 
recorded a $193 million after¬ 
tax extraordinaiy gain from 
early extinguishment of debt 
related to the Tower, or 
50 cents per common share. 

We expect the building—locat¬ 
ed in downtown Chicago—to 
continue to be named Sears 
Tower for the foreseeable future. 


Q What does Sears intend to 
do with Homart, Prodigy, and 
Advantis? 

iAl While Homart lias been an 
important and profitable business for 
Sears over the years—as a leading 
developer, owner, and manager of 
shopping malls—it is not part of our 
core strategy going forward and we 
are pursuing its sale. Homan is an 
excellent business and we expect to 
receive optimum value for it. 

We are continuing to 
work with IBM, our 
partner in Prodigy, 
to improve Prodigy’s 
effectiveness and 
financial results. 
Prodigy is one of the 
nation’s largest home 
computer networks, 
and, given the 
expansion of the 
electronic superhigh¬ 
way, we believe the 
future of this busi¬ 
ness is sound. 
Advantis, our joint venture with IBM., 
is expanding its capacity to provide 
businesses with data, voice, and mul¬ 
timedia services. 


C 


onditinns 


should be 
ideal for an 
orderly 
transition.” 
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sears Merchandise group 


By providing increased value to customers, Sears was a 1994 
comparable store sales increases—the primary measure of 


Mttlj leader in 

real growth. 


F ollowing a year of dramatic 
revenue and earnings 
growth, a stronger and revi¬ 
talized Sears Merchandise Group 
continues to emerge. 

"We've made substantial progress 
in all performance categories," says 
Arthur C. Martinez, chairman and 
chief executive officer of Sears 
Merchandise Group. ' Our goal is to 
continue this strong momentum and 
to build on our recent successes." 

In 199-4, the Merchandise Group 
generated income of $890 million. 

an 18.4 percent 
increase over 
1993 income of 
$752 million. 
Profit improve¬ 
ment was driven 
by domestic com¬ 
parable store 
sales .increas¬ 
es of 8.3 per¬ 
cent, while 
maintaining 
gross mar¬ 
gins. This 
followed 
1993 s com¬ 
parable store sales increase of 
8.9 percent. 

Improvement in cost reduction 
continues, with the key ratio—sell¬ 
ing. general, and administrative 
expenses—declining to 22.6 per¬ 
cent of revenues from 23-3 percent 
in 1993. 



Craftsman socket wrenches from 
Sears are some of company's most 
popular tools 


Strategy drives progress 

"Our ongoing turnaround is driven 
by five strategic priorities that form 
the building blocks for future per¬ 
formance improvement." Martinez 

Remodeled m 1994. Sears Northridge. 

Calif store reflects new exterior design 
and streamlined blue logo that project 
a more contemporary image. 

areas, but we still have a long 
road ahead." 


explains. 
"We've 
made real 
progress in 
all five 


Sears strategic priorities are to- 

• Focus on core businesses where 
Sears can win and grow. 

• Position Sears as a more com¬ 
pelling place to shop. 

• Become more locally market 
focused, in terms of the product 
and service mix offered to 
target customers. 

• Accelerate cost and pro¬ 
ductivity improvements 
throughout the company. 

• Create new culture and 
set of values to lead Sears 
into the future. 


Putting the 
customer first 

"Sears is committed to serv¬ 
ing the needs of all our 
customers,” says John H. 

Costello, senior executive vice presi¬ 
dent and general manager ol mar¬ 
keting. "However, the greatest con¬ 
centration of our resources contin¬ 
ues to be focused on our target cus¬ 
tomer—the woman of the typical 
American household.' 1 

Id support this effort, Sears 
launched a broad array of new 



advertising in 1994. The award- 
winning "Softer Side of Sears" 
apparel campaign begun in 1993 
was extended from women's to 
men’s and children's clothing, and 
new branding campaigns were de¬ 
veloped for Sears popular DieHard 
and Ken more brands. T'o 
reinforce the preemi¬ 
nence of the Sears name, 
the upbeat and entertain¬ 
ing "Many Sides of Sears” 
store campaign was 
launched mid-year to 
showcase a range of 
home and auto products 
in addition to apparel. 

Event marketing— 
including sponsorship of 
the Phil Collins Tour in 
1994 and Sears Collegiate 
Champions, which recog¬ 
nizes excellence in collegiate athlet¬ 
ics—played an important role in 
promotion and image development 
for Sears, as well. In 1995. Sears 

Sears Merchandise Group Chairman and Chief 

■ Officer Arthur C Martinez a! Sears Brand 
Ce 
Pa 


rtra k :c? en display in Woodfield Mg 1 store, with 
Howard, sales assistant. Designeo to showcase 
Ken more and other leading appliance brands, the 
Illinois display is one ol six in the country. 





















Shown at Sears Merchandise Group headquarters in 
Hoffman Estates. III. are (left to right) Alan J. Lacy, senior 
vice president., finance, Anthony J. Rucci, executive vice 
president, administration; Jane J, Thompson, executive 
vice president, credit; and Russell S. Davis, executive vice 
president and chief financial officer 

will be the exclusive sponsor of the 
Ringling Bros, and Barnum & 

Bailey Circus. 

For customers who prefer to shop 
at home, Sears has 12 specialty cat¬ 
alogs providing a wide range of 
products and services. 


Creating the optimal 
shopping environment 

By the end of 1995, approximately 
one-half of Sears 800 department 
stores will have been remodeled to 
provide a more exciting shopping 
environment. 

“Remodeling means much more 
than a facelift,” says Allan B. 
Stewart, president, retail store oper¬ 
ations. “Our target customer has 
less time than ever before to shop. 
Our stores must be more than 
merely pleasant in appearance— 
they must be customer-friendly and 
easy to navigate.” 

“It's people, though, that, create 
real customer satisfaction,” contin¬ 
ues Stewart. “Our sales associates 
are fully aware that the customer 
comes first at Sears.” 


As stores are remod¬ 
eled, storage and office 
areas are converted to 
additional selling space, 
primarily for expanded 
apparel lines. Converted 
space in 1994 alone 
would be equivalent to 
17 new stores. 

In addition, in 1994 
Sears opened 
three stores in 
new markets, 
and replaced 
older facilities 
with new stores 
in six other mar¬ 
kets. In 1995, Sears plans to 
open eight stores in new 
markets and replace nine 
older stores. 


Value and fashion 

In 1994, Sears added 
3.4 million square feet of apparel 
space. This new emphasis on 
apparel has proven to be a winning 
strategy important to mall-based 
customers and is reflected by high¬ 
er women's, men's, and children's 
sales in remodeled stores. 

“Our goal is to provide our 
target customers with value 
by introducing national 
brands in addition to our 
own private brands, through 
trendier and more updated 
assortments, and by being 
far more visibly exciting,” 
says Robert L. Mettler, 

Apparel and Home Fashions 
Group president. “Sears will 
be recognized as the store 

Since 1993, Sears has devoted more store 
space and advertising dollars to selling 
women's apparel. Examining dresses in 
Juniors Department are (left to right) John 
H. Costello, senior executive vice president 
and general manager of marketing; Allan 
B. Stewart, president, retail store opera¬ 
tions: and Robert L Mettler Apparel and 
Home Fashions Group president. 


with a flair for fashion and an ori¬ 
entation towards value.” 

As a natural complement to 
apparel, Sears re-entered the cos¬ 
metics business with full-line 
departments operating in more than 
120 stores at year-end 1994. Plans 
are under way for further expansion 
and for the introduction of an 
exclusive cosmetics line that will 

be sold alongside a full 
assortment of national 
brands. 


Home to the target 
customer 

Sears Home Group is 
a prominent player in 
each of its three main 
product categories: 
e lectro n i cs/a p p 1 j a nces, 
through its Brand 
Central operation; 
furniture; and home 
improvement. 

“Brand Central continued to gain 
market share both in appliances and 
electronics in 
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Lipstick, perfume 
and other cosnir 
are featured in a 
Sears cosmetic 
departments 


)99a 
despite 
intense 
com¬ 
peti¬ 
tion/' 

says Marvin M. Stern, Home Group 
president. ‘‘We will continue Brand 
Central's strategy of offering the most 
popular, quality brands backed by 
outstanding marketing support, home 
delivery, installation, and product 
maintenance services." 

Throughout 1994, Sears continued 
its strategy of shifting furniture sales 
from mall stores to more than 60 
freestanding Homelife stores. Thirty 
new Homelife facilities are planned 
for 1995. 

"In home improvement," Stern con¬ 
tinues, "we're launching new 20,000- 
squa re-foot Sears Hardware stores that 
combine neighborhood store environ¬ 
ment with big store synergies." Eleven 
Sears Hardware stores opened in 
1994, and another 50 are due in 1995. 

In 1994, both the mall stores and 
the freestanding hardware stores 
exceeded industry results for compa¬ 
rable sales. "The hardware stores," 
Stern explains, "complement Sears 
mall stores, and bring popular 
Craftsman products closer to our 
customers' homes." 

Sears continues to serve rural 
America through 285 Sears Dealer 
Stores, all but a few owned and oper¬ 
ated independently. 

Another 140 stores 
are expected in 1995. 

Continuing a tradition 
of automotive value 
and service 

Sears Auto, focusing on 
tires, batteries, and 
related services, gener¬ 
ated substantial profit 
improvement in 1994. 

"By concentrating on 
areas where we provide 


real value," says Paul A. Baflico. 
Automotive Group president, 
"we've eliminated expensive cost 
factors that significantly affected 
our performance. 

"Additionally, our group benefited 
from strong performance by the 
Western Auto, NTW, and Tire 
America subsidiaries, resulting in 
improved sales and profits. 1 ' 

By working closely with manufac¬ 
turers and sources to improve prod¬ 
uct quality while taking out costs, a 
new generation DieBard battery was 
developed. The strategic sourcing 
method also has enhanced synergis¬ 
tic purchase of brakes, and is being 
applied to tires in 1995. 


Leadership in retail credit 

"It was an outstanding year for 
our credit business." says Jane J. 
Thompson, executive vice president, 
credit, "as we helped the growth of 
our retail businesses. We reached 
record gross customer receivable bal¬ 
ances of $21.3 billion, expanding our 
position as one of the largest grantors 
of credit in the United States." 

Through an aggressive in-store 
acquisition program, Sears opened 
5.7 million new SearsCharge accounts 
in 1994, surpassing the previous 
record established in 1993- 
SearsCharge increased its share of 
Sears retail sales even as the com¬ 
pany expanded the 
payment options 
available to its 
customers with 
the accep¬ 
tance in 
1993 of 
VISA. 


Strategic sourcing 
has made Sears 
Next Generation 
DieHard battery even 
longer lasting than its 
predecessor, but com¬ 
parably priced. 



MasterCard, and American Express 
in addition to tile Discover Card. 


The journey continues 

Following the significant progress it 
achieved in 1994 throughout the 
Merchandise Group, Sears is pre¬ 
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vailing a 20,000-square-foot Sears Hardware store 
newly constructed in Schaumburg, III. are (tell lo right) 
Gus Pagonis. executive vice president for logistics: 
Paul A. Baffico, Automotive Group president, and 
Marvin M. Stern, Home Group president. 


pared for further and more demand¬ 
ing challenges in 1995. 

‘‘To remain the store Americans 
trust. Sears must continue to be fully 
relevant to their lives," Martinez con¬ 
cludes. "Our ongoing challenge is to 
make Sears the compelling choice for 
everything we sell." L_ 
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Allstate Insurance group 


Sophisticated research and understanding of customer 
auto, homeowners, and life insurance drive Allstate’s 



markets for 
growth. 


A llstares first full year as a 

public company culminated 
in Sears decision to spin off 
j its remaining 80.2 percent owner¬ 
ship of Allstate in 1995 through a 
. tax-free dividend to holders of Sears 
I common shares, 'this will make 
Allstate an independent, publicly- 
held corporation. 

"Our 64-year association with Sears 
has been very 
successful." says 
Jerry O. Choate, 
chairman and 
chief executive 
officer. "Allstate 
is now welI-posi¬ 
tioned and well- 
prepared to suc¬ 
ceed on its own. 
We have one of 
the most powerful 
brand names in 
the business, a 
highly effective 
distribution sys¬ 
tem, leading mar¬ 
ker positions, and 
strategies designed 
to capitalize on those strengths." 

'l'urning to financial performance, 
1994 was a difficult year in some 
respects. Revenues for the year 
rose to S21.46 billion from 
$20.95 billion in 1993- Group 
income, however, declined to 
$388 million after minority interest 
of $96 million, from 51.16 billion in 

1993 after 


ftjw to customize 



Allstate ads promote safety and 
urge consumers to contact Allstate 
agents for additional information on 
how to prevent car thefts and acci¬ 
dents. home burglaries and fires. 


Allstate is the second largest insurer of minority 
autos and homes m the United Slates. . 
with more than 27 million auto and in eieii ° 

property policies in force $141 mil¬ 

lion. The 

decline was due to the January 1994 
earthquake centered in Northridge, 
Calif.; losses after taxes and minori¬ 
ty interest totaled $846 million. 

■Excluding the earthquake, Allstate 
had a strong year operationally, and 
our underlying business perfor¬ 
mance was the best in our compa¬ 
ny’s history," says Choate. 



In 1994, Allstate recorded strong 
growth in areas targeted lor growth 
New' business applications in these 
markets grew 20.7 percent for 
standard auto and 23-1 percent for 
homeowners. In other areas— 
where it has too much 
catastrophe exposure, for 
example-—the company has 
reduced the rate of growth. 

In addition, non-standard 
auto premiums grew to a 
record $1.7 billion. 

Customer retention was at 
all-time highs. Expense 
ratios continued to reflect 
improvement. Allstate’s life 
and annuity statutory premi¬ 
ums grew 11 percent. 

Another measure of 
strength is new money for 
investment, or cash how . Despite 
the earthquake. $2.8 billion of new 
cash was generated by Allstate’s 
operations, including interest and 
reinvested dividends. 


Managing catastrophe exposure 

Catastrophe management is a lop 
priority lor Allstate. The company’s 
goal is to limit its maximum expo¬ 
sure from a single catastrophe to 
$1 billion, pretax. 

Allstate is pursuing all viable oper¬ 
ating, legislative, and financial initia¬ 
tives to accomplish this objective. 
This includes new business limits, 
appropriate rate increases, and non- 
renewals in catastrophe-prone 
areas. 


The company also is working for 
passage of proposed Federal legisla¬ 
tion dealing with insurance against 
natural disasters, which, if passed, 
would provide substantial assistance 
to efforts toward alleviating worst- 
case losses. 


Focused for growth 

Allstate’s second major 
priority is I aster, more 
profitable growth. 

"The key to our contin¬ 
ued growth will he 
focus," says Edward M. 
Lickly. president and 
chief operating officer. 
"We will build on our 
core competencies in 
areas such as auto 
and life insurance." 


Growing auto and home- 
owners insurance 

Allstate is the second largest insurer 
of autos and homes in the IJ.S.. 
with more than 27 million auto and 
property policies. It has a 12.1 per- 


Allsfate Chairman and Chief Executive Officer 
Jerry D. Choate (center) and President and Chief 
Operating Officer Edward M Liddy (right) talk with 
employees at one of many "town meelings 1 held lor 
open discussion of company issues 
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has one of the 


most power¬ 


ful brand 


names in the 


business. 
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School graduations are critical passages in the lives of young people, and to help parents provide security for their family's needs, including education. Allstate offers 
whole life, universal life, and a variety of term insurance policies, as well as annuities and other savings products. 


cent share of the private-passenger 
auto market and an 11.8 percent 
share of the homeowners market. 

Excluding the earthquake, profitable 
growth characterized personal prop¬ 
erty and casualty (PP&C) in 1994. 

Total premiums increased significantly 
in markets targeted for growth. At 
the same time, growth was limited in 
other markets, resulting in an overall 
growth rate of 2.7 percent. 

Success In market segmentation 

Allstate has identified the character¬ 
istics and potential of more than 
200 local markets across the coun¬ 


try. “We're localizing our efforts by 
geographic markets and segment 
types," says Robert W. Gary, presi¬ 
dent, Allstate personal lines. “Our 
strategies for penetrating rural and 
urban markets are very different. 
The key to success is being local. 
We believe that the depth of our 
market understanding is a competi¬ 
tive strength. 5 ' 

In meeting the needs of persona I- 
lines customers, Allstate has become 
the largest non-standard auto insurer 
in the country, serving more than 
2 million customers who have high- 
er-than-average risk profiles. Written 
premiums increased 18.5 percent in 
1994, to $1.7 billion. 

Expense reduction 
on target 

Two years ago, Allstate 
set out to achieve a two- 
point reduction in its 
property-liability expense 
ratio by 1997. Through 
leveraging technology 
and redesigning pro¬ 
cesses. the company is 
ahead of schedule. 

By identifying more than 200 distinct 
markets in the U S.. Allstate is posi¬ 
tioned to serve unique local needs. 


Increased use of computer-based 
technology is expected to yield 
more savings. 

On tire Joss side, PP&C is 
redesigning its claim processes, and 
exploring opportunities to better 
control losses. 


Serving businesses 

Allstate markets commercial insur¬ 
ance to small businesses through 
Allstate agents and rural indepen¬ 
dent agents, and to small- and 
medium-sized businesses through 
independent agents appointed by 
Northbrook Property and Casualty 
Insurance Company. Allstate also 
reinsures other insurers, primarily 
small- to medium-sized regional 
and specialty carriers. 

In 1994. business insurance premi¬ 
ums written grew 2.1 percent to 
$1.5 billion, driven largely by 
increased commercial auto writings, 

‘‘A key strategy for both our 
Allstate and Northbrook distribu¬ 
tion channels is to leverage 
Allstate's personal auto skills to 
grow our commercial auto busi¬ 
ness,’’ says Edward J. Dixon, 
Northbrook's president. 

Northbrook also is working to 
strengthen relationships with prof- 



14 













i.table independent agencies, grow 
their core book of business, and 
pursue new customer segments. 
Other strategies for the Allstate dis¬ 
tribution channel include building 
relationships with affinity groups 
and developing market niches. 

Growing market for life 
Insurance and annuities 

Allstate Life’s statutory 
premiums grew by 
1] percent in 1994, 
which exceeded the 
estimated industry 
growth rate. It also was 
a record year for net 
income ($211 million) 
and operating income 
($226 million). 

“Becoming a leading 
provider of life insur¬ 
ance and savings 
products is one of the 
overarching objectives 
for Allstate,” notes Louis G. Lower, 

II, president, Allstate Life. 

Allstate Life is the 13th largest life 
insurer in the U.S. as measured by 


ordinary life insurance in force at 
the end of 1993- Its core business 
is the sale of individual life insur¬ 
ance to existing auto and home- 
owners customers through Allstate 
agents and full-time life specialists. 
The company also markets a broad 
array of individual life, annuity, and 
pension products through a variety 
of distribution channels. 

"Tlie aging of the 'baby boomers' 
dramatically increases the number 
of people in the savings stage’ of 
their financial life cycle,” Lower 
points out. 

Banks offer the fastest-growing 
channel for distribution of annuities, 
and Allstate Life has alliances to sell 
annuities through 18 prominent 
banks. Sales rose from $148 million 
when the program began in 1993 to 
$550 million in 3994. 

The marketing of annuities 
through Dean Witter brokers is 
another key alliance, through which 
approximately $6 billion of assets 
have been generated. Allstate Life 
also capitalizes on other distribution 
channels, including independent 
agents and brokers. □ 



localizing 
efforts by 
geographic 
markets and 
segment 
types.” 



At every stage in a family’s life. Allstate offers products and services to help protect all the members 



Wayne E. Hedien 

W ayne E. Hedien retired 

as chairman of Allstate on 
January 1, 1995, after 28 years of 
service and deep commitment 
to fellow employees, customers, 
and shareholders. 

Hedien’s philosophy at Allstate 
was expressed in an interview, 
when he spoke of what people 
want out of the insurance business: 
They want you to take care of 
them when they have a problem ... 
to be there when they need you. 
We’re selling peace of mind—and 
that’s what we’ve got to deliver.” 

He led Allstate through its liighly- 
successful initial public offering in 
1993, which was the largest ever 
for a U.S. company. Though his 
knowledge and skill will be missed, 
he positioned Allstate extremely 
well for the future and installed a 
management team equipped to 
build on that success. 
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Corporate businesses 


Sears businesses in real estate, computer, and information 
provide new distribution channels to serve consumers 


services 


today. 



H omart Development Co., a 
wholly-owned Sears sub¬ 
sidiary. creates value by 
developing retail shopping centers in 
key markets and by maximizing the 
performance of its existing centers. 
The company opened two regional 
malls in 1994, The Woodlands in The 
Woodlands, Texas, and Natick Mall in 
Natick, Mass., 
and five com¬ 
munity cen¬ 
ters including 
Woodfield 
Village Green 
in Schaumburg, Ill., and Fairfax 
Towne Center, Fairfax, Va. 

“Our focus on total quality man¬ 
agement enabled us to open seven 
centers with average occupancy in 
excess of 92 percent,” says Michael J. 
Gregoire, chairman and chief execu¬ 
tive officer. Homait also completed 
expansions of four existing centers 
and began expansions of four more. 
Since 1990, Homart has captured 
more than 30 percent of the 
country’s super regional mall 


Homan completely redeveloped Natick 
Mall in Natick, Mass., which celebrated 
its grand opening on October 12, 1994. 
The expanded mall is home to 170 
shops on two levels and four anchor 
department stores, including Sears. 


development projects and currently 
has 13 malls and six community cen¬ 
ters in the pipeline. 


Access to the Internet 

Prodigy Services Company, 
a Sears/IBM partnership, 
significantly expanded its 
services during 1994 in the 
areas of local news and 
information, communica¬ 
tions, and Internet access. 

“During the year, Prodigy 
began an ambitious strategy 
to offer the online indus¬ 
try’s fullest and most close¬ 
ly integrated access to the 
Internet, the data highway 
that connects more than 
20 million people around 


H 


Prodig)/ also added a distinctly 
local flavor during 1994 through 
news, bulletin boards, classified ads, 
and E-mail features created by The 
Atlanta Journal-Constitution, The Los 
Angeles Times, The Dallas Morning-News, 
New York Newsday, and 
The Tampa Tribune. 


omart 


has captured 
30 percent of 
U.S. super 
regional mall 
development.” 


the world,” says Ross Glatzer, pres¬ 
ident. After providing an Internet 
electronic mail link and access to 
Internet newsgroups, Prodigy 
became the first major online ser¬ 
vice to offer its members access 
to the World Wide Web. 


Network benefits 
business 

Advantis, the two-year- 
old networking technol¬ 
ogy joint venture 
between Sears and IBM, 
enjoyed another suc¬ 
cessful year in 1994, 
attracting thousands of 
new customers. 

“We had a terrific 
1994, and we’re quite excited about 
the future," says Syd N. Heaton, 
chairman and chief executive offi¬ 
cer. “Advantis is unmatched in its 
ability to provide customers with 
the world’s most innovative net¬ 
working technology solutions.” □ 


Whether traveling, at the office, or at home, individuals can have a graphics-supported link to the Internet's World Wide Web through the Prodigy^ service, shown here. 
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Corporate responsibility 

Improving the quality of life is a fundamental value that has 
characterized Sears, and connects it with individuals, families, 



always 

and communities. 



H elping improve the social 
well-being and economic 
climate of communities it 
serves, Sears and its business 
groups contributed more 
than $19.2 million for vari¬ 
ous community programs 
in 1994. This was accom¬ 
plished through the Sears- 
I Roebuck Foundation, the 
Allstate Foundation, corpo¬ 
rate contributions, and local 
contributions. 


Support of social and physical 
environment 

Sears provided the National 
Minority Supplier Development 

Council with $250,000 
lor a nationwide training 
program to encourage 
the growth of emerging 
companies. 

Promoting environ¬ 
mental responsiveness 
throughout the business. 
Sears recycled 160 tons 
of corrugated cardboard 
and 6 million tires. 



Response to disasters 

To help families rebuild their 
lives after natural disasters, 
Sears provided more than 
S350.000 in cash and mer- 


lives after 
disasters." 


chanclise for 1994 earthquake and 
flood victims. The Allstate Foun- 
, elation, working with The Points 

of Light 

More than 600 affordable housing units p QUnt p it j on 
are being constructed on a 55-acre site . . ‘ 

donated by Sears at its former head- helped 

develop eUs- 

Known as Homan Square, it is one of aster pre- 
the largest revitalization efforts in the redness 

country. As the Johnson family inspects " 

progress on its new home. Sears first plans for 13 
tower is visible in the distance major cities. 


Emphasis on families 

Seats, helped raise more 
than $450,000—the lar¬ 
gest single holiday gift received by 
Make-A-Wish Foundation of America 
last year—for families throughout the 
country with seriously ill children. 

In its headquarters communities 
of Chicago and Hoffman Estates, Ill., 
Sears provided more than $3-3 million 
to organizations and programs dedicat¬ 
ed to strengthening families. 

"Sears Volunteers" projects included 
raising money for the homeless and 


In 1994 Sears presented “Phil Collins in Concert." 
a nationwide lour with a commitment to helping the 
homeless. Phil Collins and Sears, working with recog¬ 
nized agencies, raised nearly Si .5 million to provide 
shelter, food, clothing, and counseling to homeless 
individuals and families in 54 cities. 

distributing new coats to more than 
4.000 Chieagolanc! children. 


Partnerships with volunteers 

In addition to disaster response, 
Allstate worked with volunteers and 
major organizations in crime preven¬ 
tion and safety programs. 

Allstate was national sponsor of 
the first annual 5K walk/run against 
crime and violence, and supported 
a Safety for Seniors partnership pro¬ 
gram in 1.400 locations. 
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SEARS, ROEBUCK AND CO. 


Consolidated statements 

of income 


Year Ended December 31 


millions, except per common share data 

1994 

1993 

1992 

Revenues 

$54,559 

$51,486 

$53,110 

Expenses 




Costs and expenses 

51,390 

47,898 

53.253 

Restructuring (note 6) 

154 

— 

2,782 

Interest 

1,339 

1,400 

1,389 

Total expenses 

52,883 

49,298 

57,424 

Operating income (loss) 

1,676 

2,188 

(4,314) 

Other income (loss) 

36 

149 

(71) 

Gain on sales of subsidiaries’ stock (note 4) 

— 

635 

91 

Income (loss) before income taxes (benefit) and minority interest 

1,712 

2.972 

(4,294) 

Income taxes (benefit) (note 10) 

358 

404 

(1,965) 

Minority interest 

( 110 ) 

(148) 

18 

Income (loss) from continuing operations 

1,244 

2,420 

(2,3 ID 

Discontinued operations (note 5) 

15 

165 

252 

Income (loss) before extraordinary gain (loss) and cumulative effect of 




accounting changes 

1,259 

2.585 

(2,059) 

Extraordinary gain (loss) related to early extinguishment of debt (note 12) 

195 

( 211 ) 

— 

Cumulative effect of accounting changes (note 2) 

— 

— 

(1.873) 

Net income (loss) 

$ 1,454 

$ 2,374 

$(3,932) 

Earnings (loss) per common share, after allowing for dividends on preferred 




shares (note 1) 




Income (loss) from continuing operations 

$3.12 

$6.25 

$ (6.33) 

I) i.sa >nt i n tied ope rations 

0.04 

0.43 

0.68 

Income (loss) before extraordinary gain (loss) and cumulative 




effect of accounting changes 

3-16 

6,68 

(5.65) 

Extraordinary gain (loss) 

0.50 

(0.55) 

— 

Cumulative effect of accounting changes 

— 

— 

(5.07) 

Net income (loss) 

$3-66 

$6.13 

$(10.72) 

Average common and common equivalent shares outstanding 

388.9 

382.9 

369.6 


See accompanying notes and the summarized Group financial statements. 


Analysis of Consolidated Operations 


The consolidated statements of income present the results 
of all the businesses of Sears. Roebuck and Co. Refer to note 
18 to the consolidated financial statements for the relative 
contributions to the consolidated results.. Further analysis 
is provided in the Sears Merchandise Group and Allstate 
Insurance Group summarized financial results and 
discussions beginning on page 48. 

In November 1994, the Company announced its 
intention to: 

* distribute to the Company's common shareholders its 
80.2% ownership interest of The Allstate Corporation, and 

• pursue a divestiture of Homail Development Co. and 
affiliated entities (Hornait). 


The distribution is expected to occur in the middle of 
1995. subject to shareholder approval at a special meeting 
on Mar. 31, 1995. market conditions, final approval by the 
Company's Board of Directors, any required regulatory 
approvals and a favorable tax ruling or opinion on the tax-¬ 
free nature of the distribution. Refer to note 3 to the 
consolidated financial statements for further information. 

In .September 1992, the Company announced a strategic 
repositioning. The highlights of the repositioning, which was 
completed in 1993. were as follows: 

• Dean Witter, Discover & Co. was spun-off as a separate 
company in June 1993, following the primary initial public 
offering of 19-9% of its common stock in March 1993. 
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Analysis of Consolidated Operations continued 


• The Allstate Corporation completed a primary initial public 
offering of [9.9% of its common stock in June 1993, 
resulting in a gain of $6,35 million to the Company. 

• The sales of the Coklwell Banker residential sendees 
businesses, consisting of the residential brokerage and 
relocation businesses and mortgage banking operations, 
were completed in the fourth quarter of 1993- 

The repositioning decision was followed by a 
restructuring charge in the fourth quarter of 1992, which 
related primarily to the streamlining of Merchandise Group 
operations to focus on profitable core retail operations. Refer 
Jo note 6 to the consolidated financial statements for further 
discussion. 

The consolidated financial statements present the 
results of Dean Witter, Discover & Co., the Coldwell Banker- 
residential services businesses and Homan as discontinued 
operations as discussed in note 3 to the consolidated 
financial statements. 

Consolidated revenues were $54.56 billion in 1994. 
an increase of $.5.07 billion, or 6.0%, compared with 1993 
revenues of §51.49 billion. Sears Merchandise Group 
revenues increased $2.58 billion, or 8.5%, in 199a, to 
$33-02 billion compared with 1993 revenues of 
$30. 4 i billion, reflecting improvements in domestic 
merchandising. Allstate Insurance Group revenues of 
$21.46 billion increased $518 million, or 2.5%, in 1994 
compared with 1993 revenues of $20.95 billion, due to 
growth in premium and investment income. 

Consolidated revenues increased $3.11 billion, or 6.4%, 
to $51.49 billion in 1993 compared with 1992 revenues of 
$ 48.38 billion, excluding revenues of $-4.73 billion from 
Merchandise Group exited businesses. Sears Merchandise 
Group revenues of $30.44 billion increased $2.23 billion, 
or 7.9%. in 1993 compared with 1992 revenues of 
$28.21 billion, excluding exited businesses, reflecting 
improvements in domestic* merchandising. Allstate's revenues 
were $20.95 billion in 1993. an increase of $718 million, or 
3-6%. compared with 1992 revenues of $20.23 billion, due to 
growth in premium and investment income. 

Operating income was $1.68 billion in 1994 compared 
with operating income of S2.19 billion in 1993- The change 
between years was primarily due to losses of $1.63 billion 
from the California earthquake. Excluding the earthquake. 

199 i operating income rose $1.12 billion, or 50.9%, 
compared with 1993- The Merchandise Group's operating 
income of $1.52 billion in 1994 rose $438 million, or 40.5%, 
compared with 1993 operating income of $1.08 billion. The 
increase was principally due to higher revenues, lower 
selling and administrative expenses as a percent of revenues 
aild a lower provision for uncollectible accounts. Allstate's 
operating income of SI. 85 billion, excluding the California 
earthquake losses, increased $476 million, or 34.6%, over 
1993 operating income of $1.38 billion, due primarily to 


improved underw riting results and stronger life operating 
income. 

Operating income increased $6.50 billion in 1993 
compared with 1992, reflecting the impact on 1992 
operations of S2. - 8 billion of restructuring charges. Hurricane 
Andrew losses of $2.50 billion and an operating loss of 
$387 million from domestic merchandising exited businesses. 
Excluding the restructuring charges.. Hurricane Andrew losses 
and domestic merchandising exiled businesses, 1993 
operating income rose $833 million, or 61.5%, over 1992 
operating income of SI.36 billion. The Merchandise Group’s 
operating income was $1.08 billion, an increase of 
$370 million, or 52.0%. over 1992 operating income of 
$~11 million, adjusted for restructuring charges and exited 
businesses. This increase was primarily due to higher 
domestic merchandising results. Allstate's operating income 
rose $301 million, or 28.0%. over 1992 operating income of 
$1.08 billion excluding Hurricane Andrew, due to improved 
underwriting results and higher investment income. 

Interest expense declined $61 million in 1994 and 
increased $11 million in 1993. Interest expense at Corporate 
decreased $274 million to $25 million in 1994, compared 
with $299 and $537 million in 1993 and 1992, respectively. 
Corporate interest expense reflects interest on debt that has 
either not been specifically allocated to a business group or 
supports Corporate investments. The decrease in Corporate 
interest expense in 1994 and 1993 was primarily clue to the 
paydown of debt from the proceeds of the strategic 
repositioning transactions and a reduction in Corporate 
investments. The reduction in Corporate interest expense 
was partially offset by increases in the Merchandise Group's 
interest expense of $212 and $154 million for 1994 and 1993. 
respectively. These increases were primarily due to the 
higher level of debt needed to fund increases in owned 
retail customer receivables. 

Since the Company uses securitizations of retail 
customer receivables as a significant funding source, its total 
funding costs include interest expense and funding cost of 
securitized receivables. The changes in funding cost were as 
follows: 


millions 

1994 

1993 

Increase < decrease) in interest expense 

S (61) 

$ 11 

Decrease in funding cost of securitized receivables' 1 ’ 

(173) 

(lli) 

Funding cost reductions 

$(234) 

$(103) 


(l) Funding costs oi securitized receivables are* reported as a reduction 
of revenues in the statement of income. 

Funding costs declined in 1994 and 1993 primarily 
due to lower funding needs resulting from the strategic 
repositioning. The effective interest rate associated with 
the funding costs declined in i99i and increased in 1993 
primarily due to changes in the funding mix. 
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SEARS, ROEBUCK AND CO. 


Analysis of Consolidated Operations continued 


Other income decreased in 19 94 primarily due to lower 
gains from property sales and sales of investments. In 1993, 
other income increased primarily due to higher gains from 
property sales, security sales and improved joint venture 
results- Improved joint venture results in 1993 reflect the first 
year of operations for Advantis and a lower Prodigy loss. A 
summary of other income (loss) by type follows: 


millions 

19% 

1993 

1992 

Gain on sales of property 

$22 

S 63 

$ 18 

Gain (loss) on sales writedowns ot securities 
Equity in joint ventures and unconsolidated 

— 

$4 

(.30) 

companies 

19 

2s 

(7$) 

Other gains (losses), net 

(5) 

7 

16 

Total 

$36 

$149 

$(71) 


During 1992. the Company sold a minority interest 
in Sears Mexico through an initial public offering and 
recognized a gain of $96 million ($55 million after-tax). In 
addition, a S5 million loss resulted from a primary offering 
of common stock by Scars Canada that diluted the 
Company’s ownership. 

Income tax expense in 1994 and 1993 was 20.9% and 
13.6% of pretax income respectively. The 1992 income tax 
benefit on operations was 45.8% of pretax loss. These rates 
differed from the statutory rate mainly due to tax-exempt 
securities income. The rates vary between years primarily 
due to the relative proportion of tax-exempt income included 
in pretax income. The 1993 rate was also favorably impacted 
by an $87 million tax credit and the gain from the initial 
public offering of The Allstate Corporation. The tax credit 
resulted from the adjustment of deferred tax assets due to 
the 1% increase in the federal income tax rate resulting from 
the Omnibus Budget Reconciliation Act of 1993- Income 
taxes were not provided on the gain from the Allstate 
primary initial public offering as it was realized on a tax-free 
basis. 

The following table summarizes the impact on income 
from continuing operations of certain significant items in 
1994, 1993 and 1992. net of taxes and minority interest. 


millions 

1994 

1993 

1992 

Rewruauiing 

S (80) 

S — 

$( 1,745) 

Cu 1 ifornia cart1 uptake 

(846) 

— 

— 

Gain on sales of subsidiaries 1 stock 

— 

635 

50 

Tax rate change 

— 

87 

— 

1 lurricane Andrew 

— 

— 

(1.650) 

Merchandising exited businesses 

— 

— 

1.244) 


Income from continuing operations in 1994 was 
$1.24 billion, compared with $2.42 billion in 1993. Results 
reflect the impact of the California earthquake and a 
restructuring charge at Allstate in 1994 and the gain on 
the Allstate initial public offering and deferred tax asset 
adjustment in 1993. Excluding the significant items noted in 
the table, 1994 income from continuing operations increased 
$472 million, or 27.8%, to $2.17 billion from $1.70 billion in 
1993 and 1993 income from continuing operations increased 
$ 120 million, or 32.9%, from 1992 income of $1.28 billion. 

Results for 1994 also included a $195 million 
extraordinary gain related to the early extinguishment of debt 
associated with the Company's transfer of Sears Tower and 
all related assets and liabilities to a third party as trustee of 
a trust in November 1994. The elimination of the related 
mortgages reduced Corporate debt by $845 million and 
will result in annual interest savings of approximately 
$75 million. 

An extraordinary loss of $211 million related to the 
early extinguishment of debt was included in 1993 results. 
This extraordinary loss included the call of a $300 million. 

7% deep-discount bond issue ($66 million) and payments 
to terminate interest rate swaps associated with retired 
commercial paper that was allocated to the funding of 
discontinued operations ($145 million). The 7% deep- 
discount bond issue carried an effective yield of 14.6%, 
and the interest rate swaps, which converted variable to 
fixed-rate debt, carried an average fixed rate of 9.2%. 

In 1992, net income included a $1.87 billion, or 
$5.07 per common share, cumulative effect of accounting 
changes related to the adoption of new accounting for 
post retirement and postemployment benefits. 

Reported earnings have been impacted by inflation; 
however, there is no simple way of separating those effects. 
Competitive and regulatory conditions permitting, the 
Company modifies the prices charged for its goods and 
services in order to recognize cost changes as incurred 
or as anticipated. By also attempting to control costs and 
efficiently utilize resources, the Company strives to 
minimize the effects of inflation on its operations. 













Analysis of Consolidated Financial Condition 


Below. ;mcl on pages 25 and is a discussion ol 
consolidated financial condition, liquidity, and capital 
resources. Summarized statements ol financial position and 
cash Hows and supplemental analyses for the business 
groups can be found beginning on page 18 . 

Quality aitid Liquidity of Assets 

The Company's significant financial capacity and flexibility 
are exemplified by the quality and liquidity of its assets and 
by its ability to access multiple sources of capital. 

At Dec. 3 1 • 1994, Allstate insurance Croup comprised 
67% of total consolidated assets. Sears .Merchandise Group 
comprised 32% and Corporate assets and the net assets of 
discontinued operations comprised 1 %. 

Allstate Insurance Croup 

The financial position of Allstate is highly liquid, with over 
71% of total assets in fixed income securities, equity 
securities, short-term investments and cash. Nearly 95% of 
the $38.04 billion of fixed income securities are rated 
investment grade. The equity securities portfolio of 
,$4.85 billion is recorded at fair value, with unrealized gains 
of $571 million, and well-diversified. Mortgage loans of 
$3-23 billion are diversified geographically and by property 
type. Separate Accounts of $2.80 billion are carried at fair 
value. 




1994 Assets 

Allstate Insurance Group 


Fixed Income Secu 
62% 


Equity Securities 

8% ' | 'Separate Accounts 

Mortgage Loans 

5 % Other Investments 
3% 

Sears Merchandise Group 


Other 

17 % 


Net Receivables 
63% 


inventory 
14% 


Property & Equipment 


Other 

10 % 


Sears Merchandise Croup 

The Merchandise Group’s retail customer receivables 
portfolio includes $18.20 billion of ow ned receivable 
balances and S4.t 6 billion of receivables sold through 
securitization. Domestic and international accounts represent 
$l “.0 t and $1.16 billion of the owned portfolio, respectively. 
The portfolio is geographically diversified in the D.S.. Canada 
and Mexico. The Group extends and monitors retail 
customer credit based on extensive use- of proprietary and 
commercially av ailable credit histories and scoring models. 
The Group promptly recognizes uncollectible accounts and 
emphasizes maintenance of an adequate loss allowance, 
which is assessed using multiple modeling approaches based 
on portfolio risk characteristics. Domestic accounts are 
systematically written off at 210 days delinquent or upon 
receipt of a bankruptcy notice. 

Merchandise inventories are primarily valued on the last- 
in, first-out or UFO method. Inventories would have been 
$692 million higher at Dec. 31. 199 i if v alued on the first-in. 
first-out or FIFO method. 


Capital Resources 

Strong fundamental operating results and the breadth and 
depth of capital resources of the Company contributed to a 
strengthening financial position in 199 t. 


Funding by Business at Year-Fnd 1994 

billions 

Domestic 
Operations • 

$18,8 ' 


International 

Operations 

$1.7 



Allstate $0.9 


Total net funding for the Company at Dec. 31. 1994 was 
$21.40 billion compared with $21.66 billion at Dec. 31, 1993- 
Net funding includes debt reflected on the statement of 
financial position and investor certificates related to retail 
customer receivables sold through securitizations, less 
investments related to funding. At Dec. 3 h 199-1, the 
Merchandise Group's total net funding was $20.-'/9 billion, 
w hich was used primarily to fund retail customer receivables, 
and Allstate's total net funding was $869 million. During 
199 1 . the Company eliminated debt of $8 i5 million through 
the transfer of Sears Tower and all related assets and 
liabilities to a third party as trustee of a trust. Debt was 
reduced by $1.54 billion as a result of the classification of 















SEARS, R( )EBUCK ANI) CO. 


Consolidated statements 
of financial position 


December 31 

millions 

1994 

1993 

Assets 



Investments (note 7> 



Fixed income securities 



Available for sale, at fair value (amortized cost 530,733 and $28,549) 

$30,033 

$30,955 

Held to maturity, at amortized cost (fair value $7,869 and $8,857) 

8,008 

7.933 


38,041 

38.888 

Equity securities, at fair value (cost $4,281 and $3,626) 

4,852 

4,555 

Mortgage loans 

3,234 

3,563 

Real estate 

815 

747 

Total investments 

46,942 

47,753 

Receivables 



Retail customer 

18,201 

15.906 

Insurance premium installment and other receivables 

3,768 

4,113 

Total receivables 

21,969 

20,019 

Cash and invested cash 

1,421 

1,819 

M e rc ha nd ise i n ventories 

4,044 

3.518 

Property and equipment, net 

5.041 

5,223 

Deferred income taxes (note 10) 

3,334 

2,369 

Other assets 

5,872 

5,490 

Net assets of discontinued operations (note 3) 

473 

452 

Separate Accounts 

2,800 

2,282 

Total assets 

$91,896 

$88,925 

Liabilities 



1 nsura nee reserves 

$40,136 

$37,444 

Long-term debt (note 12 ) 

10,854 

1 1.640 

Short-term borrowings (note 12) 

6,190 

4.636 

Unearned revenues 

7,259 

7.009 

Postretiremens benefits (note 11) 

3,413 

3,302 

Accounts payable and other liabilities 

8,509 

8.614 

Se pa rate Accou nis 

2,800 

2.282 

Total liabilities 

79,161 

74.927 

Minority interest 

Commitments and contingent liabilities (notes 9. 13 I t, 16, 17) 

Shareholders' equity (note 17) 

Preferred shares ($1 par value. 50 shares authorized) 

1,934 

2.334 

8.88% Preferred Shares, First Series <3.25 shares issued and outstanding) 

325 

325 

Series A Manchtorily Exchangeable Preferred Shares (7.1875 shares issued and outstanding) 
Common shares ($.75 par value, 1,000 shares authorized, 351.7 and 

1,236 

i ,236 

350.8 shares outstanding) 

294 

294 

Capital in excess of par value 

2,385 

2,354 

Retained income 

8,9 1 8 

8,163 

Treasury stock (at cost) 

(1,690) 

(1,704) 

Deferred ESO'P expense (note 11) 

(55«) 

(614) 

Unrealized net capital gains (note ") 

32 

1.674 

Cumulative translation adjustments 

(141) 

(64) 

Total shareholders’ equity 

10,801 

11,664 

Total liabilities and shareholders’ equity 

$91,896 

588.925 


See accompanying notes and the summarized Group financial statements. 
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Analysis of Consolidated Financial Condition continued 


I Ionian as a discontinued operation. Funding related to 
customer receivables of the Merchandise Group grew during 
the year as gross customer receivables increased, reflecting 
the continuing strength of the SearsCluirge business. The 
Company's debt-io-equily ratio, excluding unrealized net 
capital gains, was 1.6 at Dec. 31. 1994 and 1993. 



The Company accesses a v ariety of capital markets to 
preserve flexibility and diversify its funding sources. The 
broad access to capital markets also allows the Company to 
effectively manage liquidity and repricing risk. Liquidity risk 
is the measure of the Company's ability to fund maturities 
and provide for the operating needs ol its businesses. 
Repricing risk is the impact on net income due to changes in 
interest rates. The Company’s cost of funds is affected by a 
variety of general economic conditions, including the lev el 
and volatility of interest rates. To aid in the management of 
repricing risk, the Company uses off-balance-sheet 
instruments, such as interest rate swaps and caps. The 
Company has policies that centrally govern the use of off- 
balance-sheet instruments. 

The current debt ratings of the Company appear in the 
table below. The Company believes that its debt ratings 
continue to afford cost-effective access to the capital markets 
and it will continue to obtain funds on a competitive and 
cost-effective basis if the proposed Allstate distribution occurs. 



Mot >dy's 
Investors 
Services. 
Inc. 

Standard 
& Poor’s 

Duff & 

Phelps 
Credit 
Rating Co. 

Fitch 

Investors 

Service 

Inc. 

t nsectired long-term debt 

A 2 

HBB 

A- 

A 

! nsecused commercial 

paper 

1’ 1 

A-2 

D-i 

Id 

Term securitization 

Aaa 

AAA 

.AAA 

AAA 

Asset bucked c<munerci: 11 

paper 

P-1 

A-1 +/A-1 

NR 

NR 


\R—Not rated. 


outstandings were $4.91 and $2.48 billion at Dec . 31. 1994 
and 1993. respectively. The increase in 199-t supported the 
Company's 199 i refinancing goal of raising the percentage 
of floating-rate funding to total funding front the level at 
Dec 31. 1993. Commercial paper outstandings decreased by 
$6.04 billion in 1993 due to the paydown of commercial 
paper from strategic repositioning proceeds and lower 
funding needs to support continuing businesses. With ratings 
in the highest category from three nationally recognized 
debt rating agencies, SRAC is a tier one issuer of 
commercial paper, which broadens access within tfie 
commercial paper market. 

Commercial paper issuance is supported by SRAC’s 
3 i.30 billion syndicated credit facility that expires in 1999 
and $600 million in uniform bilateral credit agreements, in 
199T SRAC borrowed $843 million of term loans with 
original maturities between two and five years. 

The commercial paper issued by SCC is collateralized by 
SearsCluirge receivables and allows for the cost-effective 
management of certain of the Company's term securitization 
issues. At Dec. 31. 1994 and 1993. SCC commercial paper 
outstandings were $1.73 billion, supported by syndicated 
credit facilities of $1.82 billion. 

The Company uses a continuously offered medium-term 
note program to average interest rates on a portion of its 
term senior unsecured financings. Variable-rate notes totaling 
$703 million were issued in 1994 at an average maturity of 
2.3 years. Fixed-rate issuances in 1991 totaled $476 million 
with a weighted average coupon of 6.6% and an average 
term of a.3 years. The Company also issues larger discrete 
senior debt offerings from lime to time. In January 1994, it 
issued $300 million of 6.23% notes, due in 2004. 

The Company securitizes credit card receivables to 
access intermediate-term investors in a cost-effective manner. 
These securities are rated in the highest category by the 
national rating agencies. The Company issued $1.31 billion 
ot domestic, fixed-rate term securitizations in 1994 at an 
average coupon of 7.1%. As of Dec. 3 k 1994. there were 
S7.22 billion of investor certificates outstanding, which were 
backed by $3.95 billion of sold domestic retail customer 
receivables and $3.27 billion of other investments. 

On Mar. 20, 1993, the Company will exchange all of its 
28.8 million Series A Mandatorily Exchangeable Preferred 
Shares <PKRCS) for 33.“ million common shares of the 
Company. The exchange will not dilute earnings per share 
as the PERCS are reflected in the Company's earnings pet- 
share calculation. 


The Company issues commercial paper through Sears 
Roebuck Acceptance Corp. (SRAC) and through the Sears 
Credit Corp. (SCO entities. SRAC's total commercial paper 


















SEARS, ROEBUCK AND CO. 


Consolidated statements 

of cash flows 




Year Ended 

December 31 

millions 

1994 

1993 

1992 

Cash flows from operating activities 

Net income (loss) 

$ 1,454 

S 2.374 

$(3,932) 

Adjustments to reconcile net income (loss) to net cash provided by 
operating activities 

Depreciation, amortization and other noncash items 

649 

671 

832 

Cumulative effect of accounting changes 

— 

— 

2.934 

Kestructu ri ng cha rges 

154 

— 

2,782 

Extraordinary (gain) loss related to early extinguishment ol debt 

(319) 

107 

— 

Provision for uncollectible accounts 

698 

821 

910 

Gain on sales of subsidiaries' stock 

— 

(635) 

(91) 

Gain on sales of property and investments 

(224) 

( 293 ) 

( 126) 

Increase in insurance reserves 

2,692 

1.555 

4.221 

Change in deterred income taxes 

187 

199 

(2.782) 

Increase in retail customer receivables 

(3,199) 

(2,868) 

(1.325) 

Decrease (increase) in merchandise inventories 

(594) 

514 

357 

Increase in other operating assets 

(545) 

( 1,705) 

(1.217) 

Increase in other operating liabilities 

992 

1.313 

691 

1 discontinued operations 

(15) 

( 165) 

(215) 

Net cash provided by operating activities 

1,930 

1,888 

3,039 

Cash flows from investing activities 

Sales of securities: 

Fixed income securities available for sale 

5,200 

— 

— 

Fixed income securities held to maturity 

5 

— 

— 

Fixed income securities 

— 

5.927 

5.157 

Equity securities 

1,944 

1.574 

1.352 

Maturities of securities-. 

Fixed income securities available for sale 

3,042 

— 

— 

Fixed income securities held to maturity 

949 

— 

— 

Fixed income securities 

— 

5,424 

2.97 i 

Mortgage loans 

399 

233 

1 13 

Purchases of securities: 

Fixed income securities available for sale 

(10,211) 

— 

— 

Fixed income securities held to maturity 

( 1 , 116 ) 

— 

— 

Fixed income securities 

— 

(15.426) 

( 10.001) 

Equity securities 

(2,359) 

(1,769) 

(1,566) 

Mortgage loans 

(221) 

(306) 

(382) 

Change in other investments 

(24) 

316 

26 

Proceeds from sales of property and equipment 

60 

41 

28 

Purchases of property and equipment 

(1,120) 

(668) 

(957) 

Discontinued operatic >ns—net 

(6) 

986 

(-1 r> 

Net cash used in investing activities 

(3,458) 

(3.668) 

(3.703) 

Cash flows from financing activities 

Proceeds from long-term debt 

2,817 

1,557 

1.348 

Repayments of long-term debt 

(2,717) 

(2.516) 

(1.678) 

Increase (decrease.) in short-term borrowings, primarily 90 days or less 

1,617 

159 

(938) 

Proceeds from sales of subsidiaries’ stock 

— 

2.287 

162 

Repayments from FSOP 

69 

15 

10 

Mandatorily exchangeable preferred shares issued 

— 

— 

1.205 

Common shares issued for employee stock plans 

45 

193 

81 

Dividends paid to shareholders 

(698) 

(727) 

(779) 

Net cash provided by (used in) financing activities 

1,133 

968 

(589) 

Effect of exchange rate changes on cash and invested cash 

(3) 

(1) 

(3) 

Net decrease in cash and invested cash 

(398) 

(813) 

(1.256) 

Cash and invested cash at beginning of year 

1,819 

2,632 

3.888 

Cash and invested cash at end of year 

$ 1,421 

5 1,819 

S 2.632 


See accompanying notes and the summarized Group financial statements. 
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Analysis of Consolidated Financial Condition continued 


Operating, Investing and Financing Activities 

Cash flows from operating activities consist primarily of net 
income adjusted for certain noncash expense items, including 
depreciation and the provision for uncollectible accounts, 
increases in insurance reserves and changes in receivables, 
inventories and deferred taxes. 

Cash provided by operations in 199 t increased 
$42 million, compared with 1993- An increase in insurance 
reserves due to the California earthquake and an increase in 
other operating liabilities were partially offset by the 
reduction in net income and increases in retail customer 
receivables, merchandise inventories and other operating 
assets. The increase in other operating liabilities in 1994 was 
primarily due to the increase in Separate Accounts and 
unearned revenues, w hich was partially offset by a decrease 
in the restructuring reserve. Net liquidations of outstanding 
domestic pass-through certificates increased owned 
receivables by S L.23 billion in 199 t. The increase in other 
operating assets in 1994 was due primarily to the increase in 
Separate Accounts. 

Cash provided by operations declined SI. 15 billion in 
1993 compared with 1992. The decline was primarily due to 
an increase in retail customer receivables. Vet liquidations ot 
outstanding domestic pass-through certificates increased 
owned receivables by $1.94 billion in 1993. Cash payments 
in 1993 related to the restructuring reserve were mainly 
offset by the decrease in the corresponding deferred tax 
asset and the liquidation of exited businesses’ inventories. 

Net cash used in investing activities declined in 1994 
primarily due to larger investment purchases in 1993 due to 
a higher level of funds available as a result of the Allstate 
initial public offering. The payment of claims relating to the 
California earthquake also reduced the 199 t level of 


investment purchases. A higher level of expenditures for 
property and equipment at the Merchandise Group related to 
the store remodeling program was partially offset by 
Allstate’s reduced investment purchases. 

The most significant investing activities in 1993 were the 
growth of Allstate's investment portfolio and purchases of 
property and equipment. Increases in Allstate's investments 
were funded by insurance premium receipts, the sale of 
investment-oriented products and borrowings by The Allstate 
Corporation and a portion of the proceeds from the initial 
public offering of The Allstate Corporation. 

Net cash provided by financing activities in 199 1 
increased primarily due to increases in short-term borrowings 
supporting higher owned retail customer receiv able balances, 
resulting from the decrease in receivables sold through 
securitizations. 

In 1993. financing activities consisted primarily of sales 
of subsidiaries' stock and repayment of debt from proceeds 
of the Company's strategic repositioning. Cash used in 
financing activities was also affected by an increased level of 
debt due to the increase in the amount of owned retail 
customer receivables. 

The Company paid cash dividends of $1.60 per common 
share in 1994. the 59th consecutive year of payout. It is 
currently expected that, if the proposed Allstate distribution 
occurs, the sum of the annua) dividends to be received by a 
Sears common shareholder w ho retains the Allstate common 
stock received in the distribution will be approximately 
$1.6-4. It is expected that the Company will pay 
approximately $0.92 of this amount. The payment of 
common dividends is dependent upon the Company's 
earnings and internal investment opportunities. 













SEARS, ROEBUCK AND CO. 


Consolidated statements 
of shareholders’ equity 


Year Ended December 31 



1994 

1993 

1992 

1994 

1993 

1992 



$ millions 


shares 

in thousands 

8.88% Preferred Shares, First Series (note 17) 







Balance, beginning of year 

$ 325 

$ 325 

$ 325 

3,250 

3,250 

3,250 

Issued during year 

— 

— 

— 

— 

— 

— 

Balance, end of year 

$ 325 

$ 325 

$ 325 

3,250 

3,250 

3.250 

Series A Mandatorily Exchangeable 







Preferred Shares (note 17) 







Balance, beginning of year 

$ 1,236 

$ 1,236 

$ — 

7,188 

7,188 

— 

Issued during year 

— 

— 

1,236 

— 

— 

7,188 

Balance, end of year 

$ 1,236 

$ 1,236 

$ 1,236 

7,188 

7,188 

7,188 

Common shares 







Balance, beginning of year 

$ 294 

$ 291 

$ 290 

391,752 

387,514 

386,057 

Stock options exercised and other changes 

— 

3 

1 

558 

4,238 

1,457 

Balance, end of year 

294 

294 

291 

392,310 

391,752 

387.514 

Capital in excess of par value 







Balance, beginning of year 

2,354 

2,195 

2,154 




Stock options exercised and other changes 

31 

159 

41 




Balance, end of year 

2,385 

2,354 

2,195 




Retained income 







Balance., beginning of year 

8,163 

8,772 

13,514 




Net income (loss) 

1,454 

2,374 

(3,932) 




Preferred share dividends (note 17) 

(137) 

(137) 

(120) 




Common share dividends ($1.60, $1.60 and $2.00 per share) 

(562) 

(558) 

(690) 




Distribution of Dean Witter. Discover & Co. shares 

— 

(2,288) 

— 




Balance, end of year 

8,918 

8,163 

8,772 




Treasury stock (at cost) 







Balance, beginning of year 

(1,704) 

(1.734) 

(1,746) 

(40,904) 

(41,670) 

(41,961) 

Reissued under compensation plans 

14 

30 

12 

334 

766 

291 

Balance, end of year 

(1,690) 

(1,704) 

(1,734) 

(40,570) 

(40,904) 

(41,670) 

Deferred ESOP expense ( note 11) 







Balance, beginning of year 

(614) 

(700) 

(740) 




Reductic >ns 

56 

86 

40 




Balance, end of year 

(558) 

(614) 

(700) 




Unrealized net capital gains (note 7) 







Balance, beginning of year 

1,674 

428 

365 




Net increase (decrease) 

(1,642) 

1,246 

63 




Balance, end of year 

32 

1.674 

428 




Cumulative translation adjustments 







Balance, beginning of year 

(64) 

(40) 

26 




Net unrealized loss during year 

(77) 

(24) 

(66) 




Balance, end of year 

(141) 

(64) 

(40) 




Total common shareholders’ equity and 







shares outstanding 

$ 9,240 

$10,103 

$ 9,212 

351,740 

350,848 

345,844 

Total shareholders’ equity 

$10,801 

$11,664 

$10,773 





See accompanying notes. 
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Notes to Consolidated Financial Statements 


1. Summary of significant accounting policies 
Basis of presentation 

The consolidated financial statements include the accounts of 
Sears. Roebuck and Co. and all significant domestic and 
international companies in which the Company has more 
than a 50% equity ownership. Investments in companies in 
which the Company has a 20% to 50% ownership are 
accounted lor using the equity method. Dean Witter. 

Discover Si Co. (Dean Witter), the Coldwell Banker 
residential services businesses and Homarf Development Co. 
and. affiliated entities (Homart) are presented as discontinued 
operations. 

Included as an integral part of the consolidated financial 
statements are separate summarized financial statements of 
the Company’s business groups, Sears Merchandise Group 
and Allstate Insurance Group (Allstate) beginning on page 
48. Refer to note 3 for information regarding the Allstate 
distribution proposal. Although not a part of the financial 
statements, also included with the consolidated statements 
and the summarized group statements are unaudited analyses 
of operations and financial condition and a ten-year 
summary of consolidated financial data. 

Certain reclassifications have been made in the 1993 and 
1992 financial statements to conform to current accounting 
classifications. 

Fiscal Year 

In 1994, the Company changed its fiscal year-end from Dec. 
31 to a 52 or 53 week year ending on the Saturday closest to 
Dec. 31. Allstate’s year-end continues to be Dec. 31. 

Merchandise sales and services 

Revenues from merchandise sales and services are net of 
returns and allowances and exclude sales tax. Revenues from 
licensed departments, which previously were recorded based 
on net commissions received, are included on a gross basis. 
Included in merchandise sales and services are gross 
revenues from licensed departments of SI.07. $1.03 and 
SI.15 billion for 1994, 1993 and 1992. respectively. 

Maintenance agreements 

The Company sells extended service contracts with terms of 
coverage between 12 and 36 months. Revenue and 
incremental direct acquisition costs from the sale of these 
contracts are deferred and amortized on a straight-line basis 
over the lives of the contracts. Costs related to servicing the 
I contracts are expensed as incurrred. 


Sale of subsidiary’s stock 

Gains or losses are recognized on the sale of a subsidiary’s 
stock based on the difference between the offering price and 
the Company's carrying amount of such stock, unless the 
sale is part of a broader corporate reorganization. 

Earnings (loss) per common share 

Earnings (loss) per common share is computed based on the 
weighted average number of common and common 
equivalent shares (dilutive stock options) outstanding and 
after adjustment for dividends of $29 million in 1991 1993 
and 1992 on the 8.88% Preferred Shares. The Series A 
Mandatorily Exchangeable Preferred Shares (PERCS) are 
considered common stock due to their mandatory conversion 
into common stock and the dividends thereon are not 
deducted from net income (loss) for purposes of calculating 
earnings (loss) per common share. Refer to note 17 for 
discussion of the Company's election to exchange the PERCS 
on March 20. 1995. 

For the year ended Dec. 31, 1992, the inclusion of the 
PERCS as common shares resulted in an anti-dilutive impact 
on the loss per common share calculation. Excluding the 
PERCS from common shares, the loss from continuing 
operations and net loss per common share would have been 
$7.03 and $11.73, respectively. The net loss applicable to 
common shares, including all preferred share dividends, for 
the year ended Dec. 31. 1992 was S4.05 billion. 

Cash and invested cash 

Cash and invested cash is defined to include all highly liquid 
investments with maturities of three months or less. 

Retail customer receivables 

Retail customer receivables at Dec. 31, 1994 include 
approximately $8.3 billion of domestic accounts and 
$382 million of Canadian accounts which will not become 
due within one year. These receivables are expected to earn 
finance charge revenue at annual percentage rates ranging 
from 9.75% to 21.0% for domestic accounts and 28.8% for 
Canadian accounts. 

Retail customer receivables are shown net of an 
allowance for uncollectible accounts. When receivables are 
securitized and sold with recourse, the portion of the 
allowance for uncollectible accounts pertaining to such 
receivables is transferred to a recourse liability at the date of 
sale. Factors such as prior account loss experience, changes 
in the volume of the account portfolio and overall portfolio 
quality are considered in determining the allowance and the 
recourse liability. 


Store pre-opening expenses 

Costs associated with the opening of new stores are 
expensed in the year incurred. 
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Merchandise inventories 

Merchandise inventories of domestic operations are valued 
primarily at the lower of cost (using the last-in. first-out or 
LIFO method) or market by application of internally 
developed price indices to estimate the effects of inflation in 
merchandise inventories. 

The LIFO adjustment to cost of sales was a credit of 
$34 million in 1994. compared with a charge of 35 million in 
1993 and a credit of $18 million in 1992. Partial liquidation 
of merchandise inventories valued under the LIFO method in 
all three years resulted in credits of S3, $74 and $39 million 
in 1994, 1993 and 1992, respectively. If the first-in, first-out 
(FIFO) method of inventory valuation had been used instead 
of the LIFO method, merchandise inventories would have 
been $692 and $726 million higher at Dee. 31. 1994 and 
1993. respectively. 

Merchandise inventories of international operations, 
Western Auto and Puerto Rico, which represent 
approximately 16% of merchandise inventories, are stated at 
the lower of cost (using the first-in. first-out or FIFO method) 
or market. 

Property and equipment 

Property and equipment is stated at cost less accumulated 
depreciation. Depreciation is provided principally by the 
straight-line method over the estimated useful lives of the 
related assets, generally 5 to 10 years for equipment and 
40 to 50 years for real property. Accumulated depreciation 
was $5.08 and $5.09 billion at Dec. 31, 1994 and 1993. 
respectively. 

Income taxes 

The consolidated federal income tax return of Sears. 

Roebuck and Co. includes results of the domestic operations 
of both the continuing business groups and discontinued 
operations, Tax liabilities and benefits are allocated as 
generated by the respective businesses, whether or not such 
benefits would be currently available on a separate return 
basis. 

Investments 

Fixed income securities which the Company has the ability 
and positive intent to hold to maturity are carried at 
amortized cost. Fixed income securities which are available 
for sale and equity securities are carried at fair value. The 
difference between amortized cost and fair value, less 
deferred income taxes, a portion of deferred policy 
acquisition costs and minority interest, is reflected as a 
component of shareholders' equity. Provisions are made to 


write down the value of fixed income securities for declines 
in value that are other than temporary. Mortgage loans are 
carried at outstanding principal balance, net of unamortized 
premium or discount and valuation reserves. Valuation 
reserves are based on the estimated uncollectible amounts, 
considering the cash flows and estimated fair value of the 
underlying collateral, borrower financial strength and other 
factors. 

Accrual of income is suspended for fixed income 
securities and mortgage loans that are in default or when the 
receipt of interest payments is in doubt. Realized capital 
gains and losses are determined on a specific identification 
basis. 

Real estate acquired through foreclosure and held for 
sale is carried at the lower of fair value or depreciated cost, 
less a valuation allowance for estimated selling expenses. 

Property -liability insurance accounting 

Premiums are deferred and earned on a pro rata basis over 
the terms of the policies. 

Certain costs of acquiring insurance business, principally 
agents' compensation and premium taxes, are deferred and 
amortized to income as premiums are earned. Future 
■investment income is considered in determining the 
recoverability of deferred policy acquisition costs. 

The reserve for claims and claims expense is the 
estimated amount necessary to settle both reported and 
unreported claims of insured losses, based upon the facts in 
each case and the Company’s experience with similar cases. 
Estimated amounts of salvage and subrogation are deducted 
from the reserve for claims and claims expense. The 
establishment of appropriate reserves, including reserv es for 
catastrophes, is an inherently uncertain process. Reserve 
estimates are reviewed regularly and updated using the most 
current information available. Any resulting adjustments, 
which may he material, are reflected in current operations, 

On a statutory basis, capital of the property-liability 
operations was $6.53 and $7.15 billion at Dec. 31. 1994 and 
1993. respectively. Statutory net income (loss) of the 
property-liability operations was $146 million, $1.12 and 
$(1.06) billion for 199-4. 1993 and 1992. respectively. 

1'he Company's insurance operations prepare their 
statutory financial statements in accordance with the 
accounting principles and practices prescribed or permitted 
by the insurance departments of the applicable state of 
domicile. The Company's insurance operations do not follow 
any permitted statutory accounting practices that have a 
material effect, individually or in the aggregate, on statutory 
surplus or risk-based capital of any of the Company's 
i nsu ranee subs id ia ries. 
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Life insurance accounting 

Tile Company writes traditional life, accident and disability 
insurance. The Company also writes long-duration insurance 
contracts with terms that are not fixed and guaranteed and 
single premium life insurance contracts, which are 
considered universal life-type contracts. The Company also 
sells long-duration contracts that do not involve significant 
risk of policyholder mortality or morbidity (principally single 
and flexible premium annuities, guaranteed investment 
contracts and structured settlement annuities, when sold 
without life contingencies) which are considered investment 
contracts. Limited payment contracts (policies with premiums 
paid over a period shorter than the contract period) primarily 
consist of group annuities and structured settlement 
annuities, when sold with life contingencies. 

Premiums for traditional life insurance are recognized as 
revenue when due. Accident and disability premiums are 
earned on a pro rata basis over the policy period. Revenues 
on universal life-type contracts are comprised of contract 
charges and fees and are recognized when assessed against 
the policyholder account balance. Revenues on investment 
contracts include contract charges and fees for contract 
administration and surrenders. These revenues are 
recognized when levied against the contract balances. Gross 
premium in excess ol the net premium on limited payment 
contracts are deferred and recognized over the contract 
period. 

Reserve for life insurance policy benefits, w hich relates 
to traditional life, group annuities and structured settlement 
annuities with life contingencies, disability and accident 
insurance, is computed on the basis of assumptions as to 
future investment yields, mortality, morbidity, terminations 
and expenses. These assumptions, which for traditional life 
are applied using the net level premium method, include 
provisions for adverse deviation and generally vary by such 
characteristics as plan, year of issue and policy duration. 
Reserve interest rates generally range from 4 . 0 % to 11.7%. 
Policy benefit reserves for accident insurance include claim 
reserves and unearned premium. 


Contractholder funds are reserves for universal life-type 
and investment contracts. Reserves for these contracts are 
equal to the account balance that accrues to the benefit of 
the contractholder. Credited interest rates on contractholder 
funds ranged from 3.0% to 12. 7 % for fixed-rate contracts and 
2.5% to 11.3% for variable-rate contracts. 

Certain costs of acquiring insurance business, principally 
agents' compensation, certain underwriting costs and direct 
mail solicitation expenses, are deferred and amortized to 
income. For traditional life, limited payment contracts and 
accident and disability, these costs are amortized in 
proportion to the estimated revenues on such business. For 
universal life-type and investment contracts, the costs are 
amortized in relation to the present value of estimated gross 
profits on such business. Changes in the amount or timing of 
estimated gross profits will result in adjustments in the 
cumulative amortization of these costs. To the extent that 
unrealized gains or losses on available for sale securities 
would result in an adjustment of deferred policy acquisition 
costs had those gains or losses actually been realized, the 
related unamortized deferred policy acquisition costs are 
recorded as a reduction of the unrealized gains or losses 
included in shareholders' equity. 

On a statutory basis, capital of the life operations was 
$1.45 and $1.19 billion at Dec. 31, 1994 and 1993, 
respectively, Statutory net income of the life operations was 
S56, $89 and $196 million for 1994. 1993 and 1992. 
respectively. Refer to property-liability insurance accounting 
for a discussion of the Company's statutory financial 
statements. 

Separate Accounts 

The Company issues flexible premium deferred variable 
annuity contracts, the assets and liabilities of which are 
legally segregated as assets and liabilities of the Separate 
Accounts. The assets of the Separate Accounts are carried at 
fair value. Investment income and gains and losses of the 
Separate Accounts accrue directly to the contractholders and 
are, therefore, not included in the Company's operating 
results. Revenues to the Company from the Separate 
Accounts consist of administration fees and mortality and 
expense risk charges. 
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Off-balance-sheet financial instruments 

The Company utilizes various off-balance-sheet financial 
instruments to manage the interest rate and market risk 
associated with its investment portfolio and borrowings, fund 
its investment commitments and improve its asset/liability 
management, '['lie counterparties to these instruments are 
major financial institutions with credit ratings of primarily AA. 

Investment-related 

Amounts receivable or payable under interest rate swap, 
commodity swap, and interest rate cap and floor agreements 
are accrued and reported in income. The cost of interest rate 
cap and floor agreements and debt warrants are reported as 
fixed income securities and amortized as an offset to 
investment income over the life of the agreements. The cost 
of options on equity securities are amortized as a realized 
capital loss over the option period. Any gains upon 
disposition of options on equity securities are recognized in 
income. The remaining unamortized premiums of debt 
warrants exercised are amortized against income over the life 
of the related securities. 

Gains and losses on open futures and forward contracts 
designated as hedges of anticipatory transactions are 
deferred. Once the anticipated transactions are completed, 
the deferred gains or losses are amortized in income over 
the lives of the related securities or included in the 
recognition of gain or Joss from disposition. Gains and losses 
on early contract terminations that modify the characteristics 
of designated securities are amortized to income over the 
securities' remaining life. Otherwise, immediate recognition 
of gain or loss occurs. 

Debt-related 

Interest rate swap agreements modify the interest 
characteristics of a portion of the Company's debt. The 
differential to be paid or received is accrued as interest rates 
change and recognized as an adjustment to interest expense 
in the statement of income. The related accrued receivable 
or payable is included in other assets or liabilities. The fair 
values of the swap agreements are not recognized in the 
financial statements. 

Interest rate caps are used to lock in a maximum rate if 
rates rise, but enable the Company to otherwise pay lower 
market rates. The cost of interest rate caps is amortized to 
interest expense over the life of the caps. Payments received 
due to the interest rate caps reduce interest expense. The 
unamortized cost of the interest rate caps is included in 
other assets. 


2. Accounting changes 

Effective Dec. 31, 1993, the Company adopted Statement of 
Financial Accounting Standards (SFAS) No. 115, "Accounting 
for Certain Investments in Debt and Equity Securities.” SFAS 
No. 115 requires securities that are available for sale be 
carried at fair value, with changes in net unrealized gains 
and losses recorded directly to shareholders’ equity. 
Previously, fixed income securities classified as available for 
sale were carried at the lower of amortized cost or fair value, 
determined in the aggregate. The adoption of SFAS No. 115 
had no impact on net income, but increased shareholders' 
equity by $1.18 billion at Dec. 31, 1993- 

Effective Jan. 1, 1992, the Company adopted SFAS No. 
106, “Employers' Accounting for Postretirement Benefits 
Other than Pensions” and SFAS No. 112, “Employers’ 
Accounting for Postemployment Benefits," for all domestic 
and foreign postretirement and postemployment benefit 
plans by immediately recognizing the transition amounts. The 
Company previously expensed the cost of these benefits, 
which consist of health care and life insurance, as claims 
were incurred. 

3. Distribution proposal 

In November 1994, the Company announced it intends to 
distribute in a tax-free dividend to the Company’s common 
shareholders its 80.2% ownership interest of The Allstate 
Corporation. The distribution proposal will be considered at 
a special shareholders' meeting to be held on Mar. 31, 1995. 
The distribution is expected to occur in mid-1995. but is 
subject to market conditions, final approval by the 
Company's Board of Directors, any required regulatory 
approvals and a favorable tax ruling or opinion on the tax- 
free nature of the distribution. 

The following pro forma condensed consolidated 
statement of income for the year ended Dec. 31, 1994 
assumes Allstate had been treated as a discontinued 
operation as of the end of the year. 
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Year Ended December 31 

millions, except per common share data 

1994 

Revenues 

Merchandise sales and services 

Credit revenues 

$29,450 

3.575 

Total revenues 

33.025 

Costs and expenses 

Cost of sales, buying and occupancy 

Selling and administrative 

Depreciation and amortization 

Provision for uncollectible accounts 

Interest 

21,568 

7,513 

541 

698 

1,279 

Total costs and expenses 

31,599 

Operating income 

Other income 

1.426 

59 

Income before income taxes and minority interest 

Income taxes 

Minority interest 

1,485 

614 

(14) 

Income from continuing operations 

$ 857 

Earnings from continuing operations per common share 
Average common and common equivalent shares outstanding 

$ 2.13 
388.9 

The Company has historically not classified its statement 
of financial position because of its significant insurance 
operations. The following pro forma condensed consolidated 
balance sheet presents a classified balance sheet assuming 
Allstate was treated as a discontinued operation on. Dec. 31, 
1994. 

millions December 31, 1994 

Assets 

Current assets 

Cash and invested cash 

Retail customer receivables 

Other receivables 

Inventories 

Deferred income taxes 

Other current assets 

S 548 
18.201 
321 

4 .044 
998 
303 

Total current assets 

24,415 

Property and equipment, net 

Deferred income taxes 

Other assets 

Net assets of discontinued operations 

4.253 

607 

806 

7.231 

Total assets 

$37,312 

Liabilities 

Current liabilities 

Short-term borrowings 

Current portion of long-term debt and capitalized lease 
obligations 

Accounts payable and other current liabilities 

.$ 6,190 

1,141 

6.582 

Total current liabilities 

13,913 

Long-term debt and capitalized lease obligations 
Posnetirement benefits, minority interest and other liabilities 

8.844 

3.754 

Total liabilities 

26.5 J] 

Shareholders’ equity 

10.801 

Total liabilities and shareholders’ equity' 

$37,312 


The pro forma information is presented for illustrative 
purposes only and is not necessarily indicative of the results 
of operations or financial position that would have occurred: 
nor is the pro forma information intended to be indicative of 
the Company's future results of operations or financial 
position. 

If the distribution is approved by the Board, 
shareholders' equity w ill be reduced by approximately the 
Company's investment in Allstate. At Dec. 31. 1994. the 
Company's investment in Allstate was $6.76 billion. In 
addition, the Savings and Profit Sharing Fund of Sears 
Employees, w hich includes an Employee Stock Ownership 
Plan (the HSOP) will be split into two different plans, a plan 
for employees of the Company and its affiliates other than 
Allstate and a plan for Allstate employees. The HSOP will be 
split with 30% of the unallocated shares in the HSOP and 
30% of the HSOP debt being transferee! to the Allstate plan. 

In connection with this transfer. Allstate will purchase from 
the Company 50% of the Company's remaining loan to the 
HSOP. The purchase price is expected to be $327 million. 

See note 11 for further information on the HSOP. In addition, 
the Company will repay a $450 million note payable to 
Allstate related to a capital contribution in 1990. 

4. Sales of subsidiaries’ stock 

In June 1993. The Allstate Corporation completed a primary 
initial public offering of H9.5 million, or 19.9%. of its 
common shares at an initial offering price of $27 per share. 
The proceeds from the sale, net of expenses, amounted to 
$2.29 billion and resulted in a gain of $635 million. Income 
taxes have not been provided on the gain as it was realized 
on a tax-free basis. 

In March 1992, the Company and Sears, Roebuck de 
Mexico, S.A. de C.V. (Sears Mexico) sold, in a series of 
transactions, common stock of Sears Mexico representing 
25% of the Company's ownership. These transactions 
resulted in an after-tax gain of $55 million. 

In September 1992, Scars Canada Inc. (Sears Canada), a 
subsidiary of the Company, completed a primary offering of 
common stock diluting the Company's ownership in Sears 
Canada to 61.2%, resulting in a $5 million loss to the 
Company. 
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Notes to Consolidated Financial Statements continued 


5, Discontinued operations 

Income from discontinued operations was as follows: 


Year Ended 

December 31 

millions 1994 

1993 

1992 

Operating income, less income tax expense 
of SI., $165 and $151 $15 

Loss on disposal, including income tax expense 

$229 

$252 

of $22 — 

(64) 

— 

Total $15 

$165 

$252 


The Company is pursuing a divestiture of Homan. The 
Company anticipates that the divestiture will he completed 
by Dec. 30. 1995 and no loss is expected to be incurred. 

In March 1993. Dean Witter completed a primary initial 
public offering, of 19.9% of its common stock. The Company 
did not recognize a gain on this transaction. On June 18. 
J993. the Company's Board of Directors approved a tax-free 
spin-off of Dean Witter to the Company's common 
shareholders. Sears common shareholders of record on June 
28. 1993 received, effective June 30. 1993. 39 shares of Dean 
Witter for each Scars common share owned. This transaction 
resulted in a noncash dividend to Scars common 
shareholders totaling $2.29 billion. 

In May 1993. the Company entered into separate 
agreements to sell the Coldwell Banker residential business 
and the mortgage banking operations. A $6 t million after-tax 
loss was recorded in the second quarter of 1993 primarily 
due to adverse income tax effects related to the sale of Sears 
Savings Bank. These sales were completed in the fourth 
quarter of 1993. 

The operating results of the discontinued operations are 
summarized below: 



Year End 

eel December 31 

millions 

1994 

1993 

1992 

Dean Witter 

Revenues 

— 

$2.83 2 

$5,233 

Income 

Coldwell Banker residential services 

Businesses 

248 

434 

Revenues 

— 

$1,204 

$1,523 

Income (loss) 

— 

(H) 

74 

I Ii imart 

Revenues 

$266 

$ 234 

$ >22 

Income (loss) 

15 

(11) 

(256) 


6. Restructuring 

During 1994. approximately 600 Allstate employees accepted 
a voluntary early retirement program offer. The total pretax 
cost of the program was S154 million. 


The Merchandise Group recorded a pretax charge 
in the fourth quarter of 1992 of $2.65 billion related to 
discontinuing its domestic catalog operations, offering 
a voluntary early retirement program to certain salaried 
associates, closing unprofitable retail department 
and specialty stores, streamlining or discontinuing various 
unprofitable merchandise lines and the writedown of 
underutilized assets to market value. Corporate also recorded 
a $24 million pretax charge related to offering termination 
and early retirement programs to certain associates. 

During the first quarter of 1992. the Merchandise Group 
recorded a $106 million pretax charge for severance costs 
related to cost reduction programs for commission sales and 
headquarters staff in domestic merchandising. 


7. Investments 

The amortized cost, unrealized gains and losses, and fair 
value of fixed income securities were as follows: 


millions 



December 31 

. 199 i 



C 

boss 



Amortized 

1 n realized 

Fair 

Available for sale 

Cost 

Gains 

(Losses) 

\ nine 

ITS. Government and agencies 

.$ 1.095 

$ 3 

$ (69) $ 

1.029 

Municipal 

16.265 

611 

(585) 

16.294 

Corporate 

6.836 

69 

(33?) 

6,568 

foreign government 


3 

(34) 

.584 

Mortgage-hacked securities 

5.975 

28 

(390) 

5.613 

Redeemable preferred stock 

1C 

1 

(3) 

1 i5 

Total 

$30,733 

$718 

$(1,418) $30,033 

Held to maturity 

U.5. Government and agencies 

$ 1.062 

$ 27 

$ (85) $ 

1.00) 

Corporate 

6.338 

121 

! 195) 

6.26) 

Foreign government 

1 

— 

— 

1 

Mortgage- backed seen rit ies 

607 

12 

(19) 

600 

Total 

$ 8.008 

$160 

$ (299) $ 

7.869 


millions 



December 31 

. 1993 



G 

TOSS 



Amortized 

tin realized 

Fair 

Available for sale 

Ct xst 

Gains 

( Losses ) 

Value 

l S. Government and agencies 

$ ”81 

S 47 

$ (3) $ 

825 

Municipal 

15.670 

1.817 

(12) 

17,475 

Corporate 

5.901 

386 

(32) 

6.255 

Foreign govern mem 

364 

16 

(5) 

375 

Mortgage-backed securities 

5.625 

209 

(19) 

5.815 

Redeemable preferred stock 

208 

j 

(2) 

210 

Total 

$28,549 

S2.479 

$(73) 1 

30.955 

Held to maturity 

1 ,S. Government and agencies 

$ 853 

S 161 

$ (8) $ 

1.006 

G irporatc 

6.198 

689 

(12) 

6.875 

Foreign g( ivcmmeni 

1 

— 

— 

1 

Mortgage-backed securities 

881 

95 

(1) 

97$ 


Total S 7.933 $ 9i5 $( 21 ) $ 8.85~ 
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The scheduled maturities for fixed income securities 
were as follows at Dec. 31. 1994: 


millions 

Available for Sale 

Held to Maturity 

Ann Mtizecl 

Fair 

Amortized 

Fair 

Duv ; iti 

Cc >st 

Value 

C< >st 

Value 

1 year or less 

S 1.026 

$ 1.036 

$ 448 

$ 447 

1-3 years 

3.421 

3.333 

2.028 

2.000 

6 10 years 

6.037 

3,966 

1.983 

1.917 

After 10 years 

12,27< 

i 1,843 

2.910 

2.903 


24.738 

24.420 

", <01 

A 269 

Mrirtgage-barked securities 

3,973 

3,613 

607 

600 

Total 

S30.7.33 

830.0.33 

SK.tHIS 

$7,869 


Actual maturities may differ from those scheduled due to 
prepayments by the issuers. 

I'nrealized capital gains and losses on fixed income 
securities available for sale and equity securities included in 


shareholders' equity 

at Dec. 

31, 1994 

were as follow 

S: 


Fair 

Gr< >ss 

L nrealized 

Net 

t ‘nival i/cd 

millions 

G >st 

Value 

Gains (Losses) 

(Losses) 

Fixed income 

securities available 
d or sale 

Common stocks 
Preferred stocks 

$30,733 

3.969 

312 

$30,033 
4,3 J 7 
303 

$ “18 $( 1.4 18) 

”19 (141) 

2 (9) 

S(700) 

3"8 

(7) 


$33.01 i 

$34,883 

S 1.439 $(1,368) 

$( 129) 

Deferred income taxes, 
minority interest 

deferred polity acquisition costs and 

161 

Total 




$ 32 


The change in unrealized capital gains and losses, net of 
applicable income taxes, deferred policy acquisition costs 
and minority interest, for fixed income securities and equity 
securities carried at fair value was a decrease of $1.64 billion 
for the year envied Dec. .31. 199 t and an increase of 
SI.23 billion and $63 million for the years ended Dec. 31. 
1993 and 1992. respectively. The change in net unrealized 
capital gains and losses on fixed income securities carried at 
amortized cost or the lower of amortized cost or fair value 
was a decrease of $1.06 billion. $1.2 t billion and $74 million 
for the years ended Dee. 3 b 199 i. 1993 and 1992. 
respectively. 


Investment income by investment type for Allstate was 
as follows: 


Year Hnded December 31 

millions 


199 1 

1993 

1992 

Fixed income securities 


$2,917 $ 

2,820 

1 

’O- 

Jt 1 

Kquitv securities 


131 

112 

100 

Mortgage loans 


321 

33 4 

331 

Other 


103 

113 

92 

Investment income, before expense 


3. t~3 

3.399 

3,238 

Investment expense 


7 1 

75 

s«s 

Investment income, less investment expense 

$3,401 $ 

3.321 

$3,200 

Allstate realized capital gains 

and losses on investments 

were as follows: 





Y ear I 'nded December 31 

millions 


199-t 

1993 

1992 

Fixed income securities 


,$ 31 

s 13“ 

$ 216 

Fquitv securities 


2 *0 

180 

1 12 

Other investments 


(69) 

<9“) 

( 166) 

Realized capital gains 


202 

220 

162 

Income taxes 


”0 

—7 

V) 

Realized capital gains, net of tax 


$132 

$ I 13 

$ 10" 


Gross gains of $1.32. $19" and $223 million and gross 
losses of $103. $29 and $36 million were realized on sales of 
fixed income securities during 1994, 1993 and 1992, 
respectively. 

The pretax income effect of provisions for investment 
losses, principally provisions for other than temporary 
declines in value on fixed income securities and valuation 
reserves on mortgage loans was $92. $23.3 and $270 million 
in 199-1. 1993 and 1992. respectively. 

Valuation reserves on mortgage loans and real estate 
were $97 and $93 million at Dec. .31. 199 -1 and 199.3. 
respectively. 
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Notes to Consolidated Financial Statements continued 


8. Reinsurance 

The Company assumes and cedes insurance to participate in 
the reinsurance market, limit maximum losses and minimize 
exposure on large risks. Reinsurance ceded arrangements do 
not discharge the Company as the primary insurer. 

The effects of reinsurance on premiums written and 
earned were as follows: 


Year Ended December 31 

millions 

1994 

1993 

1992 

Property-liability premiums written 




Direct 

$16,746 

$16,194 

515,652 

Assumed 

880 

857 

860 

Ceded 

(617) 

(436) 

(501) 

Property-liability premiums written, 




net ol reinsurance 

SI 7,009 

$16,615 

$16,011 

Property-liability premiums earned 




Direct 

$16,550 

$15,922 

$15,383 

Assumed 

867 

831 

835 

Ceded 

(609) 

(430) 

(480) 

Property-liability premiums earned. 




net of reinsurance 

$16,808 

SI 6,323 

$15,738 

Life insurance premiums and contract 




charges 

Direct 

$ 1.092 

$ 1.120 

$ 1,156 

Assumed 

9 

6 

10 

Ceded 

(48) 

(47) 

(38) 

Life insurance premiums and contract 




charges, net ol reinsurance 

$ 1.053 

$ 1,079 

$ 1,128 


The recoverable amounts at Dec. 31. 1994 and 1993 
include $121 and $117 million related to losses paid by the 
Company and billed to reinsurers and $1.75 and $1,80 billion 
estimated by the Company with respect to unpaid losses 
which arc not billable until the losses are paid. Amounts 
recoverable from pools, associations and facilities included 
above were $297 and $339 million at Dec. 31. 1994 and 
1993, respectively. No amount due or estimated due from 
any one reinsurer was in excess of $130 and $132 million at 
Dec. 31, 1994 and 1993, respectively. 

Amounts recoverable arc regularly evaluated by the 
Company and an allowance for uncollectible reinsurance is 
provided when collection is in doubt. The pretax income 
effect of provisions for uncollectible reinsurance were 
$26, $9 and $37 million in 1994, 1993 and 1992. respectively. 
The allowance for uncollectible reinsurance was $126 and 
$110 million at Dec. 31. 1994 and 1993, respectively. 


9. Reserve for property-liability insurance claims and 
claims expense 

Activity in the reserve for property-liability insurance claims 
and claims expense was as follows: 


millions 

1994 

1993 

1992 

Reserve at Jan. 1 

$15,683 

$15,299 

$13,533 

Less reinsurance recoverables 

1.442 

1,490 

1.162 

Net reserve at Jan. 1 

14,241 

13.809 

12,371 

Incurred claims and claims expense: 




Current year 

15,387 

13,297 

15.296 

Prior years 

(722) 

(375) 

(91: 

Total incurred 

14,665 

12,922 

15.205 

Claims and claims expense paid: 




Current year 

8.803 

7,455 

9,200 

Prior years 

4,541 

5,035 

4.567 

Total paid 

13,344 

12,490 

13.767 

Net reserve at Dec. 31 

15.562 

14,241 

13,809 

Plus reinsurance recoverables 

1.371 

1.442 

1.490 

Reserve at Dec. 31 (1) 

$16,933 

$15,683 

$15,299 


(1) Loss development information for Allstate's British reinsurance 
subsidiary is not available on a comparable basis. In 1994. the net 
claims and claims expense was $98 million and net payments were 
$57 million. These amounts were treated as attributable to the 
current year 

Favorable reserve development in 1994, 1993 and 1992 
with respect to prior years was consistent with the 
Company's conservative reserving philosophy and the result 
of favorable severity trends (average cost per claim) which 
more than offset adverse development on asbestos and 
environmental claims. If the favorable trends continue, 
additional reserve releases will occur. 

Insurance reserves for asbestos and environmental 
claims are subject to greater uncertainties than those 
presented by other types of claims. Management believes 
that its exposure to asbestos and environmental claims have 
been effectively limited to risks assumed as well as primary 
commercial coverages written prior to 1986. Reserves for 
asbestos and environmental claims were $1.64 and 
$1.61 billion at Dec. 31. 1994 and 1993, respectively. 
Reinsurance recoverable for these claims were $785 and 
$756 million at Dec. 31. 1994 and 1993. respectively. Net 
asbestos and environmental losses paid in 1994 and 1993 as 
a percent of ending reserves at Dec, 31. 1994 and 1993 were 
9.3% and 5.2%, respectively. 

While management believes that its reserves for asbestos 
and environmental claims are appropriately established, due 
to the inconsistencies of court coverage decisions, plaintiffs’ 
expanded theories of liability, the risks inherent in major- 
litigation and other uncertainties, the ultimate cost of these 
claims may vary materially from the amounts currently 
recorded, resulting in an increase in the loss reserves. Due to 
the uncertainties and factors described above, management 
believes it is not practicable to develop a meaningful range 
for any such additional reserves that may be required. 
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Notes to Consolidated Financial Statements continued 


10. Income taxes Deferred taxes were recorded based upon differences 

Income (loss) before income taxes (benefit) and minority between the financial statement and tax bases of assets and 


interest was as follows: 


Year Ended December 31 

millions 

1994 

1993 

1992 

Domestic 

$1,633 

$2,902 

$(4,244) 

Foreign 

79 

70 

(30) 

Total 

$1,712 

$2,972 

$(4,294) 


Federal, state and foreign taxes were as follows: 

Year Ended December 31 

millions 

1994 

1993 

1992 

Federal income tax 




Current 

$245 

$196 

f (414) 

Deferred 

(7) 

135 

(1.367) 

State income tax 




Current 

45 

(5) 

(14) 

Deferred 

38 

57 

(152) 

Foreign income tax 




Current 

49 

12 

(4) 

Deferred 

(12) 

9 

(14) 

Income tax provision (benefit) 

$358 

$404 

S( 1.965) 


A reconciliation of the statutory federal income tax rate 


liabilities and available tax carryforwards. The following 
deferred taxes were recorded: 


December 31 

Asse(s/( Liabilities' in millions 

1994 

1993 

Insurance loss reserves 

SI.087 

$ 993 

Unearned maintenance income 

294 

336 

Loan loss reserves 

362 

346 

Unearned insurance premiums 

436 

422 

Alternative minimum tax credit 

571 

452 

Postretirement benefit liability 

1,359 

1.304 

Restructuring reserves 

237 

400 

Other deferred tax assets 

908 

986 

Fixed assets 

(573) 

(435) 

Policy acquisition costs 

(568) 

(499) 

Prepaid pension 

(187) 

(183) 

LIFO 

(169) 

(134) 

Unrealized securities gains 

(11) 

(1,120) 

Other deferred tax liabilities 

(412) 

(499) 

Total 

$3,334 

$2,369 


U.S. income and foreign withholding taxes were not 
provided on certain unremitted earnings of international 
affiliates which the Company considers to be permanent 
investments. The cumulative amount of unremitted income 


to the effective rate was as follows: 


Yea r Ended December 31 



1994 

1993 

1992 

Statutory federal income tax rate (benefit) 

35.0% 

35.0% 

(34.0)% 

Jfcrte income taxes, net of federal income taxes 

3.2 

1.1 

(2.6) 

Tax-exempt income 

Gain on The Allstate Corporation initial public 

(20.5) 

(12.0) 

(9.0) 

offering 

Deferred income taxes adjustment for rate 

— 

(7.5) 

— 

change 

— 

(2.9) 

— 

Other 

3.2 

(0.1) 

(0.2) 

Effective income tax rate (benefit) 

20.9% 

13.6% 

(45.8)% 




for which income taxes have not been provided totaled 
$341 million at Dec. 31, 1994. Upon remittance of these 
earnings, taxes of $160 million would be paid. 

Income taxes of $293, $(436.) and $262 million were 
paid (refunded) in 1994, 1993 and 1992, respectively. The 
Company has $371 million of tax credits that can be carried 
forward indefinitely resulting from alternative minimum tax 
payments. Net operating loss carryforwards from Canadian 
operations of $11 and $43 million will expire in 1999 and 
2000, respectively. 
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SEARS. ROEBUCK AND CO. 

Notes to Consolidated Financial Statements continued 


11. Benefit plans 

Expenses for retirement and savings-related benefit plans 
were as follows: 


Year Ended December 31 

millions 

1994 

1993 

1992 

Savings and Profit Sharing Fund of Sears Employees 
Defined contribution 

S 75 

$127 

$ 1 

Additional ESOP expense (benefit) 

5 

(23) 

68 

Pension plans 

50 

45 

94 

Retiree insurance benefits 

302 

312 

300 

Other plans 

9 

18 

18 

Total 

$441 

$479 

$481 


Profit Sharing Fund 

Most domestic employees are eligible to become members of 
The Savings and Profit Sharing Fund of Sears Employees (the 
Fund). Beginning in 1994, Company contributions are 
calculated separately for Allstate employees and for 
employees of other participating companies. The Company 
contribution is based on 6% of consolidated income of 
Allstate as defined for Allstate employees and 6% of 
consolidated income, as defined, for the remaining 
participating companies for all other employees. Company 
contributions are limited to 70% of eligible deposits. 
Contributions are allocated to participating companies based 
on eligible deposits made by their employees. 

In 1993 and 1992, the Company contributed up to 35% 
of eligible deposits by Fund participants, and at the 
Company’s discretion an additional contribution of up to 35% 
of eligible deposits. Total Company contributions could not 
exceed 6% of consolidated income, as defined. 


The Fund includes an Employee Stock Ownership Plan 
(the ESOP) to prefund a portion of the Company's 
anticipated contribution through 2004. The Company loaned 
the ESOP $800 million which it used to purchase 
21.9 million (increased to 27.2 million as a result of the Dean 
Witter spin-off) Sears common shares in the open market. 

The loan is repaid with dividends on. ESOP shares and 
Company contributions. 'Hie additional ESOP expense 
(benefit) included in the benefit plan expense table was 
computed as follows: 


Year Ended December 31 

millions 

1994 

1993 

1992 

Interest expense recognized by ESOP 

$ 64 

S 71 

$ 72 

Less dividends accrued on ESOP shares 

(43) 

(40) 

(46) 

Cost of shares allocated to employees and 




plan expenses 

56 

71 

42 


77 

102 

68 

Reduction of defined contribution due to ESOP 

(72) 

(125) 

— 

Additional ESOP expense (benefit) 

$ 5 

$ (23) 

S 68 


The Company contributed $91, $45 and $36 million to 
the ESOP in 1994. 1993 and 1992. respectively. At Dec. 31. 
1994, total committed to be released, allocated and 
unallocated ESOP shares were 2.0, 5.6 and 19.6 million, 
respectively. Refer to note 3 for a discussion of the proposed 
split of the ESOP. 

Pension plans 

Substantially all domestic full-time and certain part-time 
employees are eligible to participate in nonconlributory 
defined benefit plans after meeting age and sendee 
requirements. Substantially all Canadian employees are 
eligible to participate in contributory defined benefit plans. 
Pension benefits are based on length of service, 
compensation and. in certain plans. Social Security or other 
benefits. Funding for the various plans of the Company is 
determined using various actuarial cost methods, and 
amounted to $200, $134 and $127 million for 1994, 1993 and 
1992, respectively. 

Pension expense was comprised of the following: 


Year Ended December 31 

millions 

1994 

1993 

1992 

Benefits earned during the period 

$212 

$177 

$192 

Interest on projected benefit obligation 

385 

418 

395 

Actual return on plan assets 

15 

(808) 

(331) 

Net amortization and deferral 

(562) 

258 

(162) 

Pension expense 

$50 

$ 45 

$ 94 


The weighted average discount rate and rate of increase 
in compensation used in determining the actuarial present 
value of the projected benefit obligations were 9.0% and 
4.75% in 1994, 7.5% and 4.5% in 1993 and 8.5% and 5.5% in 
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Notes to Consolidated Financial Statements continued 


1992. The expected long-term rate of return on plan assets 
used in determining net periodic pension cost was 9.5% [n 
199-1. 1993 and 1992. 

The plans' funded status w as as follows: 





Dec 

ember 31 


1994 

1993 

millions 

Assets 

exceed 

accumu¬ 

lated 

benefits 

Accumu¬ 

lated 

benefits 

exceed 

assets 

Assets 

exceed 

accumu¬ 

lated 

benefits 

Accumu¬ 

lated 

benefits 

exceed 

assets 

Actuarial present value of 
benefit obligations 

Vested benefit obligation 

$3,121 

Sill 

5 t,620 

S 151 

Accumulated benefit 

obligation 

$3,663 

S 113 

S4.920 

S 169 

Projected benefit obligation 

(PBO) 

$4,325 

S 130 

55. J9 

•S 260 

Plan assets at fair value, 
primarily publicly traded 
stocks and bonds 

4.338 

6 

3.618 


PRO less than (in excess ot) 

plan assets 

13 

(124) 

non 

(260) 

U n tec* >g n ized n et 1< >ss 

si - 

29 

HKH 

49 

In recognized prior service 
cost 

(2) 

1 i 

_ 

19 

i. nreeognized transitional 
(asset) obligation 

(98) 

_ 

(197) 

1 

Adjustment required to 

recognize minimum liability 

— 

(32) 

— 

(33) 

Prepaid (accrued) pension 

cost in the Statement of 
Financial Position at 

Dec. 31 

5 460 

.’it 113) 

S 590 

$(224) 


Included in the Company's 1992 restructuring charges 
were pension .termination costs and settlement charges ot 
$233 and SI i I million, respectively, which were partially 
offset by curtailment gains of $75 million. 

Retiree insurance benefits 

The Company provides certain health care and life insurance 
benefits for retired employees. Generally, qualified 
employees may become eligible for these benefits if thee 
retire in accordance w ith the Company's established 
retirement policy and are continuously insured under the 
Company's group plans or other approved plans for 10 or 
more years immediately prior to retirement. The Company 
shares the cost of the retiree medical benefits with retirees 
based on years of service. The Company’s share is subject to 
a 5% limit on annual medical inflation alter retirement. The 
Company's post retirement benefit plans are not funded. The 
Company has the right to modify or terminate these plans. 


Post retirement benefit expense wa: 
follow ing: 

s comprised of the 



Year Ended 

1 >eceinher 31 

millions 

1994 

1993 

1992 

Benefits earned during the period 

Interest on accumulated postretiremeni 

S 58 

$ 48 

S 52 

benefit obligation 

244 

264 

2a8 

Postretiremeni benefit expense 

5302 

S312 

$300 


Included in the Company's 1992 restructuring charges 
were postretirement termination costs of S76 million and 
post retirement curtailment losses of SOI million. 

The plans' funded status was as follows: 


December 31 

millions 

199-t 

1993 

Accumulated postretiremeni benefit obligation 

Retirees 

Fully eligible active plan participants 

Other active plan participants 

52,384 

258 

438 

.52.699 

355 

641 

Accumulated postretiremen! benefit obligation 
Unrecognized gain (loss) 

3.080 

333 

3.695 

(.393) 

Accrued postretiremeni benefit cost in the Statement of 
Financial Position at Dec. 31 

S3,(13 

53.302 


The w-eighted average discount rate used in determining 
the accumulated postretiremeni benefit obligation was 
9.0% in 1994 and 7.5% in 1993. 

The weighted average health care cost trend rate used 
in measuring the postretiremeni benefit expense was 
12.5% in 1995 gradually declining to 6% in 2007 and 
remaining tit that level thereafter. A one percentage point 
increase in the assumed health care cost trend rate for each 
year would increase the accumulated post retirement benefit 
obligation by $~5 million and would increase the annual 
post retirement benefit expense by Sll million. 
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SEARS, ROEBUCK AND CO. 

Notes to Consolidated Financial Statements continued 


12. Borrowings 

Short-term borrowings consisted of: 

December 31 


millions 

1994 

1993 

Commercial paper 

$5,919 

$4,133 

Rank loans 

98 

107 

Agreements with bank trust departments 

87 

140 

Other loans (principally foreign) 

86 

256 

Total short-term borrowings 

$6,390 

$4,636 

Weighted average interest rate at Dec. 31 

Weighted average interest rate at Dec. 31. including 

(5.1% 

4.2% 

effects of swaps and caps 

6.5% 

5.2% 


At Dec. 31, 1994, the Company had credit agreements 
totaling $8.01 billion. SRAC’s credit facilities totaled 
$5.10 billion, including $4.50 billion in syndicated credit 
agreements and $600 million in uniform credit agreements 
with individual banks. The Sears Credit Corp, entities, in 
support of asset-backed commercial paper, had $1.82 billion 
in credit lines. The Allstate Corporation and Sears Canada 
had credit agreements totaling $1.00 billion and $95 million, 
respectively. These syndicated and uniform credit agreements 
provide for loans at prevailing interest rates and mature at 
various dates through September 1999. The Company pays 
commitment fees in connection with these credit agreements. 

The Company had interest rate swap agreements which 
established fixed rates on S752 and $824 million of short¬ 
term variable rate debt at Dec. 31, 1994 and 1993, resulting 
in weighted average interest rates of 9.1% and 9-0%, 
respectively. The weighted average maturity of agreements in 
effect on Dec. 31, 1994 was approximately fifteen years. Due 
to interest rate caps, the Company had maximum weighted 
average interest rates of 9.0% on $450 million of debt at Dec. 
31, 1994 and 7.7% on $900 million of debt at Dec. 31, 1993- 
The weighted average maturity of cap agreements in effect 
on Dec. 31. 1.994 was approximately two years. 


Long-term debt was as follows: 


millions 

December 31 

Issue 

2994 

1993 

Sears, Roebuck and Co. 

6.25% to 9.5% Notes, clue 1994 to 2004 

S 1,950 

$ 2.231 

8.2% Extendable Notes, due 1999 

31 

31 

6% Debentures, $300 million face value, due 2000, 
effective rate 14.8% 

205 

194 

9.375% Debentures, clue 2011 

300 

300 

4.85% to 10.0% Medium-Term Notes, 
due 1994 to 2021 

3,9 63 

3.656 

Capitalized lease obligations 

40 

43 

Sears Roebuck Acceptance Corp. 

6.05% to 6.6% term loans, due 1996 u> 1999 

845 


Sears DC Corp. 

5.19% to 9.26% Medium-Term Notes, 
due 1994 to 2012 

1,521 

2,148 

Sears Overseas Finance N.V. (guaranteed by 

Sears, Roebuck and Co.) 

Zero Coupon Bonds, $400 million face value, 
due 1994. effective rate 12.8% 


382 

Zero Coupon Bonds, $500 million face value, 
due 1998, effective rate 12.0% 

336 

300 

The Allstate Corporation 

5%% and 6V,% Notes, due 1998 and 2003 

600 

600 

7'/>% Debentures, clue 2013 

250 

250 

Floating rate notes, due 2009 

19 

— 

Sears Canada Inc. 

9'4% to 11%% Debentures, clue 1994 to 2000 

328 

357 

Notes, mortgages, bonds and capitalized leases 

138 

237 

Sears Canada Receivables Trust 

5-65% to 8.95% Receivables Trusts, 
due 1997 to 2004 

302 

113 

Sears Acceptance Co. Ltd. 

956% to 15(6% Secured Debentures, 
clue 1994 to 2000 

59 

99 

Sears, Roebuck de Mexico, S.A. de C.V, 

16% Bank Notes, due 1996 

120 


Notes payable to banks 

21 

38 

Other subsidiaries 

Participating mortgages, $850 million face value, 
clue 2005. effective rate 8.7%, collateralized by 
Sears Tower and related properties 


835 

Notes and capitalized leases 

41 

41 

Long-term debt attributed to discontinued 
operations, 7.0% weighted average rate 

(215) 

(215) 

Total long-term debt 

$10,854 

$11,640 
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Notes to Consolidated Financial Statements continued 


On Nov. 7, 1994, the Company transferred Sears Tower 
and all related assets and liabilities to a third party as trustee 
of a trust and was released from the related non-recourse 
mortgages encumbering the building. The second mortgagee 
is the residual beneficiary of the trust. The Company is the 
current income beneficiary, but cannot receive distributions 
as beneficiary until all debt which encumbers Sears Tower is 
repaid. An affiliate of the second mortgagee is responsible 
for operating Sears Tower. As a result of this transfer, assets 
and long-term debt were reduced by $501 and $845 million, 
respectively, and other liabilities were increased by 
$25 million, resulting in an after-tax extraordinary gain of 
$195 million ($319 million pretax) related to the early 
extinguishment of debt. 

During the second quarter of 1993. the Company 
recorded an extraordinary loss of $145 million after taxes 
($234 million pretax) related primarily to payments to 
terminate interest rate swaps associated with retired 
commercial paper that was allocated to the funding of 
discontinued operations. 

In the third quarter of 1993. the Company recorded an 
extraordinary ioss of $66 million after taxes ($107 million 
pretax) related to the call of 7% deep-discount debentures 
due to mature Nov. 15, 2001. 


As of Dec. 31, 1994, long-term debt maturities for the 
next five years were as follows: 


Year Ended December 31 

millions 

1995 

SI,141 

1996 

1,726 

1997 

1,957 

1998 

2,014 

1999 

1.126 


The Company's continuing operations paid interest of 
SI.3 billion for each year ended Dec. 31, 1994, 1993 and 
1992, respectively. Interest capitalized was $1, $3 and 
$23 million for the years ended Dec. 31, 1994, 1993 and 
1992. 


13- Lease and service agreements 

The Company leases certain stores, office facilities, 
computers and automotive equipment. 

Operating and capital lease obligations are based upon 
contractual minimum rates and, for certain stores, amounts in 
excess of these minimum rates are payable based upon 
specified percentages of sales. Certain leases include renewal 
or purchase options. Operating lease rentals were 
$626, $600 and $769 million, including contingent rentals of 
$62. $53 and S48 million, for the years ended Dec. 31, 1994, 
1993 and 1992. 


Minimum fixed lease obligations, excluding taxes, 
insurance and other expenses payable directly by the 
Company, for leases in effect as of Dec. 31, 1994 were: 


millions 

Year Ended December 31 

Capital 

leases 

Operating 

leases 

1995 

S 33 

$ 289 

1996 

32 

204 

1997 

.30 

158 

1998 

30 

136 

1999 

29 

121 

After 1999 

346 

474 

Minimum payments 

500 

51,382 

Executory costs (principally taxes) 

39 


Imputed interest 

291 


Present value of minimum lease payments, 

principally long-term 

S170 



The Company has a minority interest in Advantis, which 
began operations in December 1992. Advantis provides data 
and voice networking and information processing services to 
the Company. Total expenses incurred by the Company for 
these services during the years ended Dec. 31, 1994 and 
1993 were $409 and $427 million, respectively. The Company 
has committed to purchase services of at least $380 million 
annually through 2002. 


41 



















SEARS, ROEBUCK AND CO. 


Notes to Consolidated Financial Statements continued 


14. Financial instruments 

In the normal course of business, the Company invests in 
various financial assets, incurs various financial liabilities and 
enters into agreements involving off-balance-sheet financial 
instruments. The fair value estimates of financial instruments 
presented below are not necessarily indicative of the 
amounts the' Company might pay or receive in actual market 
transactions. Potential taxes and other transaction costs have 
also not been considered in estimating fair value. As a 
number of the Company’s significant assets, including 
merchandise inventories, property and equipment, real estate 
and deferred income taxes, and liabilities, including property- 
liability, universal life and traditional life insurance reserves, 
are not considered financial instruments, the disclosures 
below do not reflect the fair value of the Company as a 
whole. 


Financial assets 

The Company had the following financial assets: 


December 31 


1994 

1993 


Carrying 

Fair 

Carrying 

Fair 

millions 

Value 

Value 

Value 

Value 

Fixed income securities 

$38,041 

$37,902 

$38,888 

$39,812 

Equity securities 

4.852 

4,852 

4,555 

4,555 

Mortgage loans 

3.234 

3,184 

3.563 

3,622 

Retail customer receivables 

18.201 

19,758 

15,906 

18.058 

Insurance premium installment 





and other receivables 

3.768 

3,768 

4.113 

4,113 

Cash arid invested cash 

1,421 

1.421 

1.819 

1,819 

Separate Accounts 

2,800 

2,800 

2.282 

2.282 

Other 

296 

296 

354 

354 


Fair values for fixed income and equity securities are 
based on quoted market prices when available. Non-quoted 
fixed income securities are valued based on discounted cash 
flows using current interest rates for similar securities. 

Mortgage loans are valued based on discounted 
estimated cash flows or the estimated fair value of the 
underlying collateral. Discount rates are selected using 
current rates at which similar loans would be made. 

Retail customer receivables are valued by discounting 
estimated cash flows. The estimated cash flows reflect the 
historical cardholder payment experience and are discounted 
at a risk-adjusted market rate. 

Insurance premium installment receivables and other 
financial assets are short-term in nature and as such, their 
carrying value approximates fair value. Assets of the Separate 
Accounts are recorded at fair value. 


Financial liabilities 

The Company had the following financial liabilities: 





December 31 


1994 

1993 

millions 

Carrying 

Value 

Fair 

Value 

Carrying 

Value 

Fail- 

Value 

Contractholder funds on 

investment contracts 

$14,772 

$14,429 

$14,164 

$14,432 

Long-term debt (excluding 
capitalized leases) 

10,684 

10,629 

11.672 

12.638 

Short-term borrowings 

6.190 

6,190 

4,636 

i,636 

Separate Accounts 

2,800 

2.800 

2,282 

2,282 

Other 

4.873 

4,873 

4.729 

4,729 


The fair value of contractholder funds on investment 
contracts is based on the terms of the underlying contracts, 
Funds related to contracts with no stated maturities are 
valued at the underlying fund balance less applicable 
surrender charges. The fair value of funds related to all other 
investment contracts is estimated based on discounted cash 
flows using interest rates currently offered for contracts with 
similar terms and durations. 

Long-term debt and other long-term financial liabilities 
are valued based on quoted market prices when available 
or discounted cash flows, using interest rates currently 
available to the Company on similar borrowings. Short-term 
borrowings and other short-term financial liabilities are 
short-term in nature and as such, their carrying value 
approximates fair value.. Separate Accounts liabilities are 
carried at the fair value of the underlying assets. 

Off-balance-sheet financial instruments 

The Company is a party to off-balance-sheet financial 
instruments to manage market and interest rate risk, fund its 
investment commitments and improve its asset/liability 
management. These financial instruments involve, to varying 
degrees, elements of market, credit and interest rate risk in 
excess of amounts recognized in the statement of financial 
position. The Company does not require collateral or other 
security to support the financial instruments with credit risk, 
unless noted otherwise. 
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/ nrest men/ -related 

The Company had the following off-ha la nee-sheet financial 


instruments related to its investment 
199 s and 1993: 

activities at 

Dec. 

3 b 


December 3b 1994 

millions 

Contract or 
Notional 
Amount 

Fair 

Value 

Currying 

Value 

Interest rate swap agreements. 

Pav flaming rate, receive fixed rate 

$408 

5(FD 

S( ?; 

Pay fixed rate, receive floating rate 

10 

1 

1 

Interest rate cap and floor agreements 

338 

6 

3 

Commoditv swap agreements 

32 

2 


financial futures and forward contracts 

a i a 

(2) 

2 

c )ptions and warrants 

223 

28 

23 

Commitments to invest 

T7 7 

\ A 

— 

Commitments to extend mortgage loans 

75 

1 

— 

Financial guarantees 

23 

(3> 

— 


1 Xrember 

3b 1993 


Contract or 
Notional 

Fair 

('.a trying 

millions 

Amount 

Value 

Value 

Interest rate swap agreements: 

Pav floating rate, receive fixed rate 

$303 

$ 9 

$ + 

Pav fixed rate, receive floating rate 

t8 

CD 

— 

Interest rate cap and floor agreements 

03 

4 


Commodity swap agreements 

32 

— 

— 

'Financial futures and forward contracts 

383 

5 

1 

Options and warrants 

202 

19 

19 

Commitments to invest 

183 

N A 


Commitments to extend mortgage loans 

90 

1 

— 

Financial guarantees 

31 

CD 

- 


N A—\<u available. 


The fair value of interest rale swap, cap and floor, and 
commodity swap agreements, financial futures and forward 
contracts, options and warrants are based on either quoted 
market or dealer prices. At Dec. 3 b 199 i. the carrying value 
of swaps, caps and floors relating to fixed income securities 
classified as available for sale is the same as fair value, l or 
all other swaps, caps and Hours, and all other options and 
warrants, carrying value represents the amount of 
unamoitized premium. 

The Company generally enters into interest rate sw ap 
agreements for investment purposes to change the interest 
rate characteristics of existing assets to match the 
corresponding liabilities. Gross unrealized gains and losses 
on open swap positions were $2 and Sis million at Dec. 31. 
199a and $!2 and $10 million at Dec. 31. 1993. For pay 
floating rate, receive fixed rate swaps, the Company paid a 
weighted average rate of 4.3% and received a weighted 
average rate of 3.9% in 1994. For pay fixed rate, receive 
floating rate swaps, the Company paid a weighted average 
rate of 7,0% and received a weighted average rate of 3.4% in 
199 i. At Dec. 3C 1994, interest rate sw ap agreements With 
notional amounts of 333. $298 and sK3 million had maturity 
dates within one year, from two to five years and greater 
than five years, respectively. 


The Company purchases interest rate cap and floor 
agreements to offset rising or falling interest rales relative to 
certain existing assets in conjunction with its asset liability 
management. At Dec. 3b 199-4. none of these instruments 
mature within one year and 81% mature in years seven 
through ten. 

The Company enters into commodity swap transactions 
to mitigate market risk on certain fixed income and equip 
securities. The Company generally utilizes future and forward 
contracts to hedge its market or interest rate risk related to 
anticipatory investment purchases and sales. Hedges of 
anticipatory transactions pertain to identified transactions 
w hich are probable to occur and generally are completed 
within ninety days. 

The Company purc hases options on equip securities 
to achieve equity apprec iation. In certain instances, 
counterparties are required to post collateral to minimize 
credit risk. Debt warrants are purchased to protect against 
call risk on fixed income securities. 

Commitments to invest generally represent commitments 
to make equip investments in various limited partnerships. 
The Company enters these agreements to allow for 
additional participation in certain investments. It is not 
practicable to estimate the fair v alue of these commitments. 

Commitments to extend mortgage loans, which are 
secured by the underlying properties, are valued based on 
fees charged by other institutions to make similar 
commitments to similar borrowers. The contract amounts 
represent credit risk, with creditworthiness evaluated on a 
case-by-case basis. Commitments to extend mortgage loans 
generally have fixed expiration dates or other termination 
clauses. 

Financial guarantees written represent conditional 
commitments to repurchase notes from a creditor upon 
default by the debtor. The Company enters these agreements 
primarily to provide financial support for certain equity 
investments. The lair value of financial guarantees are based 
on estimates of payments that may occur over the lives of 
the guarantees. 















SKARS, ROEBUCK AND CO. 

Notes to Consolidated Financial Statements continued 


Debt-related 

The Company had the following off-balance-sheet financial 
instruments related to its outstanding borrowings at Dec. 31, 
1 994 and 1993: 



December 31, 1994 

millions 

Contract or 
Notional 
Amount 

Fair 

Value 

Carrying 

Value 

Interest rate swap agreements: 

Pay floating rate, receive fixed rate 

$805 

$ (37) 

$ -- 

Pay fixed rate, receive floating rate 

752 

(180) 

— 

Interest rate cap agreements 

450 

2 

— 


December 31, 1993 


Contract or 
Notional 

Fair 

Carrying 

millions 

Amount 

Value 

Value 

Interest rate swap agreements: 

Pay fixed rate, receive floating rate 

S824. 

5(384) 

$ — 

Interest rate cap agreements 

900 

1 

— 


The Company uses interest rate swaps and caps to 
manage the interest rate risk associated with its borrowings 
and to manage the Company's allocation of fixed and 
variable rate debt. For pay floating rate, receive fixed rate 
swaps, the Company paid a weighted average rate of 
5.13% and received a weighted average rate of 6.76% in 
1994. For pay fixed rate, receive floating rate swaps, the 
Company paid a weighted average rate of 9.03% and 
received a weighted average rate of 4.63% in 1994. The fair 
value of interest rate swaps and caps are based on prices 
quoted from dealers. At Dec. 31, 1994, the Company had 
unrealized gains and losses relating to such instruments of 
$2 and $217 million, respectively. At Dec. 31, 1993. the 
Company’s unrealized gains and losses were $1 and 
$384 million, respectively. If a counterparty fails to meet the 
terms of a swap or cap agreement, the Company's exposure 
is limited to the net amount that would have been received, 
if any, over the agreement's remaining life. At Dec. 31, 1994, 
interest rate swap agreements with notional amounts of 
$.36, 5733 and $7,88 million had maturity dates within one 
year, from two to five years and greater than five years, 
respectively. At Dec.. 31. 1994. interest rate cap agreements 
with notional amounts of $250 and $200 million had maturity 
dates within one year and from two to five years, 
respectively. 


Credit -re la ted 

The Company had outstanding securitized retail customer 
receivables sold with recourse of $3.95 and $5.17 billion 
at Dec. 31, 1994 and 1993, respectively. These receivables 
represent conditional commitments of the Company to 
guarantee performance to a third party. A portion of the 
securitized receivables are collateralized by personal 
property. The Company's credit risk exposure was 
contractually limited to $473 and $616 million at Dec. 31, 
1994 and 1993, respectively. The Company had accrued 
liabilities associated with this credit exposure included in 
the statement of financial position of $170 and $244 million 
at Dec. 31, 1994 and 1993, respectively. 

The Company had a financial guaranty of $78 and 
$75 million at Dec. 31, 1994 and 1993. respectively. This 
guaranty represents a commitment by the Company to 
guarantee the performance of certain municipal bonds that 
were issued in connection with the Sears Merchandise 
Group's headquarters building. No amounts were accrued 
in the statement of financial position for any potential loss 
associated with this guaranty at Dec. 31. 1994 and 1993- 

15. Significant group concentrations of credit risk 

The Company invests in state and municipal bond holdings 
and grants credit to customers throughout the nation. The 
five states in which the Company had the largest amount 
of retail customer receivables, including those sold with 
recourse, state and municipal bond holdings and mortgage 
loans were as follows: 


December 3J 

millions 

1994 

1993 

California 

$4,121 

$3,931 

Texas 

3.690 

3.633 

Florida 

2.944 

3.201 

Illinois 

2,712 

2.513 

New York 

2.696 

2,390 


4-'l 

























Notes to Consolidated Financial Statements continued 


16. Regulations and legal proceedings 

Various legal and regulatory actions and governmental 
proceedings are pending against the Company, many 
involving routine litigation incidental to the businesses. Other 
matters contain allegations which arc nonroutine and involve 
compensatory, punitive or antitrust treble damage claims in 
very large amounts, as well as other types of relief. 

The consequences of these matters are not presently 
determinable but, in the opinion of management, the 
ultimate liability in excess of reserves currently recorded will 
not have a material effect on the results of operations, 
financial position, liquidity or capital resources of the 
Company, except for possibly the class action suits described 
below. 

Allstate's insurance businesses are subject to the effects 
of a changing social, economic and regulatory environment. 
Public and regulatory initiatives have varied and included 
efforts to restrict premium rates, restrict the ability to cancel 
policies in connection with management of catastrophe 
exposure, impose underwriting standards and expand overall 
regulation. The ultimate changes and eventual effects, if any, 
of these initiatives are uncertain. 

Two class action suits have been brought against Allstate 
by certain former California sales agents. These cases are 
coordinated and pending before the same judge in Alameda 
County. California. The plaintiffs allege that Allstate violated 
the California Labor Code with respect to how Allstate 
reimburses its California Neighborhood Office Agent office 
expenses. The plaintiffs in both cases seek both 
compensatory and punitive damages. Due to the early stage 
of development of these proceedings, it is not practicable to 
presentJv develop a meaningful range of potential loss. W hile 
the final resolution of this matter may have a material impact 
on Allstate's results of operations, management believes the 
matter will not have a material adverse effect on Allstate's 
financial position. 

Allstate is a defendant, along with a number of other 
insurers and entities, in antitrust litigation filed by the 
attorneys general of various states. In October 1994. the 
defendants in this case, including Allstate, agreed to pay 
$36 million in settlement of the antitrust litigation. The 
settlement agreement is subject to court approval. 


17. Shareholders’ equity 
Dividend payments 

Certain indentures relating to the long-term debt of Sears. 
Roebuck and Co., which represent the most restrictive 
contractual limitation on the payment of dividends, provide 
that the Company cannot take specified actions, including 
the declaration of cash dividends, which would cause its 
consolidated unencumbered assets, as defined, to fall below 
130% of its consolidated liabilities, as defined. At Dec. 31. 
1994. approximately $8.0 billion could be paid in dividends 
to shareholders under the most restrictive indentures. 

The capital of certain foreign operations and Allstate Life 
Insurance Company at Dec. 31, 1994 included $422 million 
which, if distributed, would be subject to taxes of 
$188 million. It is not contemplated that distributions will be 
made in an amount which would require such tax payments. 

The Illinois Insurance Molding Company Systems Act 
permits Allstate Insurance Company to pay, without 
regulatory approval, dividends to Sears 80.2% owned 
subsidiary. The Allstate Corporation, during any 12-month 
period in an amount up to the greater of 10% of surplus (as 
regards policyholders) or its net income (as defined.) as of 
the preceding Dec. 31. Approximately $650 million of 
Allstate's retained income at Dec. 31. 1994 had no restriction 
relating to distribution during 1995 which would require 
prior approval. 

As of Dec. 3b 1994. subsidiary companies could remit 
to Sears. Roebuck and Co. in the form of dividends 
approximately $5.0 billion, after payment of all related taxes, 
without prior approval of regulatory bodies or violation of 
co nt ra ct u a 1 re st ri ct i o n s. 





SHAHS, ROEBUCK AND CO. 


Notes to Consolidated Financial Statements continued 


Preferred shares 

The 8.88% Preferred Shares, First Series (8.88% Preferred 
Shares) were issued in the form of 13 million depositary 
shares having cumulative dividends of $2.22 annually and 
a liquidation preference of $25 per depositary share, plus- 
accrued and unpaid dividends. On or after Nov. 9, 1996, 
the Company may, at its option, redeem the 8.88% Preferred 
Shares, in whole or in part, at any time at a redemption 
price of $25 per depositary share, plus accrued and unpaid 
dividends to the redemption date. 

The Series A Mandatorily Exchangeable Preferred Shares 
(PKRCS) were issued in the form of 28.75 million depositary 
shares having an annual, cumulative dividend of $3 75 per 
depositary share. The PERCS have voting rights (equivalent 
to one-fourth of a vote for each depositary share) and a 
liquidation preference of $43 per depositary share. The 
Company has elected to exchange the PERCS for common 
shares on Mar.. 20, 1995. Holders of depositary shares will 
receive 1.24 common shares for each depositary share. The 
total number of common shares deliverable upon exchange 
is 35.7 million. 

In the event that dividends payable on either series 
of preferred stock are in arrears for six quarterly periods, 
holders of such stock together shall have the right to elect 
two additional directors of the Company until all cumulative 
dividends have been paid or set apart for payment. 
Additionally, dividends cannot be paid on the Company's 
common shares if dividends on either series of preferred 
shares are in arrears. 

Stock option plans 

Options to purchase common stock of the Company have 
been granted to employees under various plans at prices 
equal to the fair market value of the stock on the dates the 
options were granted. In addition, the Company may pay to 
the optionee in connection with certain options an amount 
generally equal to the maximum statutory corporate federal 
income tax rate then in effect (not to exceed 46%) times the 
difference between the market price and the option price. 
Options are generally exercisable in not more than four 
equal, annual cumulative installments beginning one year 
after the date of grant, and generally expire in 10 or 12 
years. 


Changes in stock options were as follows: 


Year Ended December 31 


thousands of shares 

1994 

1993 

1992 

Beginning balance 

6,800 

11.335 

13.305 

Granted 

6,351 

2.281 

220 

Exercised 

(953) 

(5.689) 

(1.728) 

Canceled or expired 

(673) 

(2.587) 

(462) 

Adjustment due to Dean 

Witter distribution 

— 

1,460 

— 

Ending balance 

11,323 

6,800 

11,335 

Reserved for future 

grant at year-end 

8,853 

2.551 

3.059 

Exercisable 

3.480 

2,894 

7.722 

Option prices per share: 

Granted 

$46.32—S3119 

$34.01-558.00 

$41.25-545.75 

Exercised 

20.09- 39.68 

19.90- 47.57 

26.69- 43.13 

Canceled or expired 

22.91- 48.57 

22.91- 57.88 

26.69- 51.25 

Exercise prices of ending 

balance 

$19.90—$58.00 

S 19.90—$58.00 

S25.94-S57.88 


In 1993, the number and exercise price of outstanding 
stock options were adjusted to account for the dilutive effect 
of the spin-off of Dean Witter. 

During 1994 and 1993. Allstate issued options to 
purchase common stock of The Allstate Corporation to its 
employees. At Dec. 31, 1994 and 1993. there were 3.0 and 
2.7 million shares, respectively, under option at exercise 
prices from $24.75 to $31.69 per share. The options vest 
ratably over a three-year period and expire 10 years alter 
the grant date. 















Notes to Consolidated Financial Statements continued 


18. Summary of business group data 

The Company operates primarily in two businesses—retailing 
and insurance. While the consolidated financial statements 
reflect the total financial resources and operating results of 
the* Company, analysis of the operations of the industry 
components within the Company is facilitated by separate 
business group statements. Therefore, beginning on page 48 
are supplemental summarized financial statements and 
analyses of operations and financial condition. 

The following three-year summary of pertinent business 
group data, derived from the accompanying statements, 
includes a further refinement within industry segments. 
Corporate assets are principally investments, real estate and 
ventures not included in the business groups. Corporate 
results include revenues and expenses of such operations, 
and items of an overall holding company nature including 


the portion of administrative costs 
to the Company's businesses. 

and interest 

not allocated 

millions 

1994 

1993 

1992 

Revenues 

Seals Merchandise Group 




Domestic operations 

$ 29.37b 

S 26,776 

$29,108 

International operations 

3,649 

3.668 

3,835 

Sears Merchandise Group total 

33.025 

30,444 

32,943 

Allstate Insurance Group 




Propertv-iiabilitv 

18,607 

18.013 

17,458 

Life 

2.856 

2 . 92 “ 

2,770 

Corporate 

1 

6 

— 

Allstate Insurance Group total 

21,464 

20,946 

20,228 

Corporate 

no 

169 

229 

Intergroup transactions 

(40) 

(73) 

(290) 

Total 

S54,559 

$51,486 

$53,110 

Income (loss) before income taxes 




(benefit) and minority interest 




Sears Merchandise Group 




I )omestk operations 

S 1,484 

$ 1.141 

$ 384 

International operatic >n* 

60 

39 

54 

Restructuring 

— 

— 

(2.758) 

Sears Merchandise Group total 

1,544 

1,180 

(2,320) 

Allstate Insurance Group 




Property-liability 

108 

1,205 

(1,551) 

Life 

334 

247 

126 

Restructuring 

(154) 

— 

— 

Corporate 

(61) 

(76) 

— 

Allstate Insurance Group total 

227 

1.376 

(1.425) 

Corporate 

(59) 

(219) 

(549) 

Gain on The Allstate Corporation initial 




public offering 

— 

635 

— 

Total 

5 1.712 

$ 2.972 

$(4,294) 


millions 

1994 

1993 

1992 

Net income ( loss) 

Sears Merchandise Group 




Domestic operations 

S 897 

$ 

S 229 

International operations 

C 7 ) 

8 

29 

Restructuring 

— ■ 

— 

(1.730) 

Cumulative effect ot accounting 




changes 

— 


(1,505) 

Sears Merchandise Group total 

890 

752 

(2.977) 

Allstate Insurance Group 




Property-liability 

398 

1,188 

(589) 

Life 

22 s ) 

163 

89 

Corporate 

(39) 

(50) 

— 

Restructuring 

< 100) 

— 

— 

Minority interest 

(96) 

(141) 

— 

Cumulative effect of accounting 




changes 

— 

— 

(325) 

Allstate Insurance Group total 

388 

1.160 

(825) 

Corporate 

<34) 

(127) 

(345) 

Gain on The Allstate Corporation initial 




public offering 

— 

635 

— 

Discontinued operations 

15 

165 

215 

extraordinary gain (loss) 

195 

(211) 

— 

Total 

S M5-* 

•$ 2.374 

S( 3.932) 

Assets 

Sears Merchandise Group 




Domestic operations 

527,035 

$24,995 

$24,405 

International operations 

2.52" 

2,691 

2,564 

Scars Merchandise Group total 

29,562 

27,686 

26.969 

Allstate Insurance Group 




Property-liability 

32.612 

32,709 

28.523 

Life 

28,716 

26,577 

23.576 

Corporate 

41 

72 

— 

Allstate Insurance Group total 

61,369 

59.358 

52.099 

Corpt >rute 

527 

1.97A 

2,910 

Intergroup eliminations and reclassifications 

(35) 

(545) 

(1,580) 

Net assets of discontinued operations 

473 

*52 

3,549 

Total 

$91,896 

$88,925 

$83,947 
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SEARS MERCHANDISE GROUP 


Summarized statements 

of income 




Year Ended 

December 31 

millions 

1994 

1993 

1992 

Revenues 




Merchandise sales and services 

$29,451 

$27,171 

$29,829 

Credit revenues 

3,574 

3.273 

3,114 

Total revenues 

33,025 

30,444 

32,943 

Costs and expenses 




Cost of sales, buying and occupancy 

21,568 

19,918 

22,218 

Selling and administrative 

7.468 

7,088 

8.108 

Depreciation and amortization 

517 

493 

494 

Provision for uncollectible accounts 

698 

821 

910 

Restructuring 

— 

— 

2,758 

Interest 

1,255 

1,043 

889 

Total costs and expenses 

31,506 

29,363 

35.377 

Operating income (loss) 

1,519 

1,081 

(2,434) 

Other income 

25 

99 

23 

Gain on sales of subsidiaries’ stock 

— 

— 

91 

Income (loss) before income taxes (benefit) and minority interest 

1,544 

1,180 

(2.320) 

Income taxes (benefit) 

640 

421 

(830) 


904 

759 

(1.490) 

Minority interest 

(14) 

(7) 

18 

Income (loss) before cumulative effect of accounting changes 

890 

752 

(1.472) 

Cumulative effect of accounting changes 

— 

— 

(1.505) 

Group income (loss) 

$ 890 

$ 752 

S (2,977) 


See notes to Consolidated financial statements. 


Analysis of Operations 

Operating results for the Sears Merchandise Group are 
reported for two business segments: domestic operations and 
international operations. Domestic operations are comprised 
of domestic merchandising and domestic credit operations. 
Domestic merchandising includes the core merchandising 
and product services and direct response businesses in the 
United States and Puerto Rico- International operations 
consists of similar merchandising and credit operations 
conducted in Canada through Sears Canada Inc. (Sears 
Canada), a 61.1% owned subsidiary, and in Mexico through 
Sears Roebuck de Mexico; S.A. de C.V. (Sears Mexico), a 
75.2% owned subsidiary. 


Group revenues for 1994, 1993, and 1992 were as 
follows: 


millions 

1994 

1993 

1992 

Domestic operations: 

Domestic merchandising 
Continuing businesses 

Exited businesses 

$26,127 

$23,806 

521,549 

4,7.32 

Domestic credit 

26.127 

3,249 

23,806 

2,970 

26,281 

2.827 

Total domestic operations 
International operations 

29,376 

3,649 

26,776 

3.668 

29.108 

3.835 

Group revenues 

$33,025 

$30,444 

$32,943 


Group revenues in 1994 increased $2.58 billion, or 8.5%. 
Domestic revenues rose $2.60 billion, or 9.7%, primarily due 
to strong durable goods and apparel sales during the year. 
International revenues declined $19 million, or 0.5%, due to 
adverse changes in exchange rates. In local currencies, 
international revenues increased 5.5%. 
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Analysis of Operations continued 


In 1993. Group revenues decreased $2.50 billion, or 
7.6%. primarily due to the impact of exited businesses. 
Exited businesses included the domestic catalog operations. 
Sears Business Centers, selected retail department and 
specialty stores and certain home improvement services. 
Excluding exiled businesses, domestic revenues increased 
$2/40 billion, or 9.8%, primarily due to more focused and 
aggressive merchandising and marketing strategies and 
enhanced customer service. International revenues declined 
4 . 4 %, reflecting a weak Canadian economy and an 
unfavorable Canadian exchange rate. 

Group income for 1994, 1993 and 1992 was as follows: 


millions 

1994 

1993 

1992 

lton testie operat ions 

589“ 

5744 

5(2.967) 

International operations 

(7) 

8 

< 10) 

Group income 

$890 

5752 

5(2.977) 


Domestic operations 

Supplementary domestic merchandising information: 


millions, except number of stores 

1994 

1993 

1992(1) 

Department store revenues 

521,090 

519.433 

517,673 

Free-standing store revenues 

3,184 

2.649 

2,301 

Core merchandising revenues 

24.274 

22.082 

19,974 

Other revenues 

1,853 

1.724 

1,575 

Domestic merchandise sales and services 

526.127 

$23,806 

521.549 

Number of department stores 

800 

799 

859 

Number of tree-standing stores 

1.140 

1.018 

842 

Core merchandising stores 

Core merchandising revenues per selling 

1.940 

1,817 

1.701(2) 

square foot 

$ 346 

s 321 

5 289 


il! Includes continuing businesses only. 

(2.) 1992 store counts include 113 stores which were part of the 

restructuring actions announced in January 1993 and exclude the 
closed catalog and specially merchandising operations. 


Group income for 1994 increased 18.4% to $890 million 
from $752 million in 1993- Income in 1993 included a 
$56 million lax credit from the adjustment of deferred tax 
assets due to the 1% increase in the federal income lax rate 
resulting from the Omnibus Budget Reconciliation Act of 
1993. Excluding the tax adjustment from 1993 results. 1994 
Group income increased 28.0% over 1993- Domestic income 
increased $153 million, or 20.7%, primarily due to higher 
revenues, a decreased ratio of selling and administrative 
expenses to revenues and a lower provision for uncollectible 
accounts. The low er 1994 results for international operations 
were due to Sears Mexico's merchandise inventory 
repositioning program and the peso devaluation. 

Group income in 1993 increased $3.73 billion over a 
1992 loss of $2.98 billion. The 1992 loss included 
$1.73 billion in after-tax restructuring charges, a $1.50 billion 
noncash after-tax charge to record the cumulative effect of 
changes in accounting for certain post ret ire mem and 
postemployment benefits, after-tax losses of $244 million 
from exited businesses and a $50 million net gain on the 
sales of subsidiaries" stock. 

The Group made several reclassifications to the 1993 
and 1992 statements of income to conform to the 1 99 * 
classifications. Revenues from licensed departments, which 
previously were recorded based on net commissions 
received, are Included on a gross basis. Refer to note 1 of 
the consolidated financial statements for further information. 
Distribution costs which previously were recorded in selling 
and administrative expenses, are included in cost of sales, 
buying and occupancy. Depreciation and amortization 
expense, which previously was recorded in cost of sales, 
buying and occupancy and selling and administrative 
expense, is included as a separate caption in the Group’s 
statement of income. 


In 1994 and 1993. the Group's revenue growth strategy 
focused on improving the productivity of its department 
stores. The success of this strategy can be measured in the 
comparable store sales percentages which have remained 
strong over the past two years, as shown in the folio 
chart: 



In addition to strong comparable store sales increases, 
core merchandising revenues per selling square foot have 
also shown steady increases in 1994 and 1993. up 7.8% and 
11.1%. respectively. 

Department store revenues increased 8.5% in 1994, 
which built on a 10.0% increase in 1993. This strong revenue 
performance reflects the continued revitalization and 
repositioning of the Group's base business, the department 
stores. Actions taken to drive this revenue growth included 
the exiting of unprofitable merchandise and service lines, the 
remodeling and modernization of 240 department stores in 
1993 and 1994. the conversion of 2.9 million square feel of 
non-selling space and 1.5 million square feet of selling space 
formerly occupied by furniture departments to apparel selling 


49 






































SEARS MERCHANDISE CROC P 

Analysis of Operations continued 


space and a more target customer focused merchandise 
selection. 

Increased sales of home-related products paced the 
growth in department store revenues in 1994. Brand Central 
contributed the greatest share of the increase in home 
product sales on the strength of excellent consumer demand 
for appliances and home electronics. Strong consumer 
demand coupled with good in-stock inventory positions 
resulted in double digit sales growth for the home 
improvement business during 1994 as well. 

Despite weak fashion industry conditions, apparel sales, 
which are entirely department store based, increased 
significantly in .1994. Sales gains were strongest in women’s 
dresses and juniors, fine jewelry and cosmetics. These 
departments benefited the most from the store remodeling 
and selling floor space expansion programs in 1994. Men’s 
apparel and footwear also provided significant sales gains 
during 1994. 

Automotive revenues declined in 1994 as a result of the 
discontinuation of unprofitable product lines and services, 
which were partially offset by gains in the base automotive 
product lines—tires and batteries. 

In 1993, the increase in department store revenues was 
led by double-digit percentage increases in women’s, 
children's and men’s apparel, accessories and jewelry, 
footwear and electronics. The gains were primarily 
attributable to more competitive values, an extensive brand 
advertising campaign and a greater emphasis on customer 
service. Automotive department revenues declined against 
1992 due to the elimination of unprofitable operations. 

With the department stores making considerable 
progress, the Group has also planned the expansion of a 
variety of free-standing store concepts such as the Homelife 
furniture stores, Sears Hardware stores, Dealer stores and 
Western Auto stores. 

Free-standing store revenues in 1994 increased 
20.2% over 1993. Dealer stores, which are primarily 
independently-owned and operated and focus on a home- 
related product assortment, contributed the largest portion of 
the revenue growth. The Group opened 9S new Dealer 
stores in 1994 and 192 new stores in 1993. Western Auto, a 
wholly-owned subsidiary which participates in the retail and 
wholesale automotive products and services business, also 
contributed to the revenue growth with increases from its 
free-standing formats. The Group opened 22 new Homelife 
stores and 11 Sears Hardware stores in 1994 which also 
helped drive revenue increases over 1993- 

In 1993, free-standing store revenues increased 
15.1% over 1992. The growth in revenues was attributable to 
increases at Western Auto, a new revenue stream from the 
creation of the Dealer store concept in 1993 and growth at 
the Homelife stores. 


Other revenues, which are generated by the product 
services and direct response businesses, increased 7.5% in 
1994 and 9-5% in 1993. Increases in product services 
maintenance agreement sales, which benefitted from strong 
appliance sales, and higher revenues at direct response, on 
the addition of 12 new specialty catalogs, accounted for the 
1994 and 1993 revenue growth. 

Supplementary domestic credit information: 


millions 

1994 

1993 

J992 

Gross revenues 

S 3.600 

3.486 

3.446 

Funding cost on securitized receivables 

$ (351) 

(516) 

(619) 

Net revenues 

$ 3.249 

2,970 

2,827 

SearsCharge sales as a % of sales (1) 

58.3% 

58,0 

54.5 

Gross customer receivables 

$21,325 

20.351 

20,287 

Balances sold at Dec. 31 

$ 3,946 

5.174 

7,116 

Owned customer receivables at Dec. 31 

$17,379 

15,177 

13.171 

Average gross receivables 

$20,094 

19.649 

19.510 

Average owned receivables 

$15,718 

13.471 

12,428 

Average account balance (dollars) 

S 842 

795 

752 


(1) For department and Homelife stores only. 


In 1994, gross credit revenues increased 3.3% due to 
increased merchandise sales and a lower liquidation rate. 

The increase in domestic credit revenues comes despite the 
Group’s decision in 1993 to provide customers a choice of 
payment vehicles by accepting third party payment products 
in the retail stores. Despite the strategic decision to accept 
third party credit cards, the percentage of merchandise sales 
and services transacted with the SearsCharge card in 1994 
was comparable to that experienced in 1993- The Group has 
implemented a variety of marketing initiatives to offset any 
negative impact on SearsCharge market share relative to the 
acceptance of third party payment products. In 1993. gross 
credit revenues increased 1.2% compared with 1992 
reflecting the strong merchandise sales performance and 
higher gross receivable balances. 

In 1994, the Group established Sears National Bank, a 
credit card bank limited to engaging in credit card 
operations, to provide a more unified pricing environment. 
The Bank is subject to certain restrictions applicable to credit 
card banks under federal law. In 1994, the Bank became the 
issuer of the SearsCharge card in the state of Arizona and 
plans to expand to other states in 1995. 
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Analysis of Operations continued 


Key operating measures for domestic operations: 


millions 

1994 

1993 

1992(1) 

Gross margin 

$7,093 

6.548 

5,871 

Percent of merchandise sales and services 

27.1% 

27.5 

27.2 

Selling and administrative expense 

$6,680 

6,288 

5,936 

Percent of total revenues 

22.7% 

23.5 

24.4 

Interest expense 

$1,095 

883 

733 

Funding cost on securitized receivables 

S 351 

516 

619 

Total funding costs 

$1,446 

1,399 

1.352 

Provision for uncollectible accounts 

$ 650 

795 

872 

Operating income 

S 1,465 

1.117 

779 

Percent of total revenues 

5.0% 

4.2 

3-2 

Net credit charge-offs to average gross customer 
receivables 

3.32% 

3.45 

3.57 

Gross credit customer receivables delinquent 
sixty days or more 

3-86% 

3.55 

2.99 

Allowance for uncollectible accounts as a 

percentage of gross credit customer receivables 
at Dec. 31 

4.31% 

4.72 

4.23 


<1) Includes continuing businesses only. 

Gross margin as a percentage of merchandise sales 
declined slightly in 1994 to 27.1% from 27.5% in 1993. The 
decline is attributable to the strong 1994 sales performance 
in the Brand Central and home improvement departments, 
which provide a lower gross margin rate than domestic- 
merchandising as a whole. The gross margin rate in these 
businesses was further pressured due to competition from 
specialty retailers. The gross margin rate on apparel sales 
was successfully maintained in 1994, despite the heavy 
promotional environment that plagued the apparel industry 
throughout 1994. Automotive department gross margin rates 
improved in 1994 due to the discontinuation of unprofitable 
product lines and services and the strategic sourcing 
initiatives that lowered product costs. 

In 1993, gross margin as a percent of merchandising 
sales and services increased to 27.5% from 27.2% in 1992 as 
a decrease in buying and occupancy costs as a percent of 
merchandise sales and services was partially offset by higher 
markdowns due to a continued emphasis on growing market 
share by offering competitive values. 



80 basis points to 22.7% from 23-5%. The improvement in 
the selling and administrative expense ratio reflects the 
Group’s continued emphasis on controlling expenses and 
leveraging its fixed cost base with strong revenue growth. 
Store operating costs continued to decline as a percent of 
revenues in 1994. 

In 1993, selling and administrative expenses applicable 
to continuing domestic operations as a percent of revenues 
declined approximately 90 basis points to 23.5% from 
24.4% in 1992. The improvement was primarily attributable 
to a reduction in payroll as a percent of revenues related to 
previously announced restructuring initiatives, partially offset 
by higher advertising costs. 

Total funding costs, comprised of interest expense and 
the funding cost of securitized receivables, increased 3-3% as 
compared to 1993 reflecting the growth in gross credit 
receivables. In 1993, total funding costs increased 
3.6% reflecting higher effective interest rates attributable to a 
change in the funding mix resulting from the Company’s 
repositioning. 

The provision for uncollectible accounts was 
18.2% lower than 1993 due to favorable customer receivable 
write-off trends. Despite the improvement in write-offs, 
delinquencies trended upward in the fourth quarter of 1994 
and the Group responded by increasing its collection staff 
and implementing additional collection strategies. In 1993, 
the provision for uncollectible accounts declined 
8.9% primarily due to a decline in customer bankruptcies. 



A key measure of domestic operations’ improved profit 
performance is growth in operating income. The 
improvement from 1992 through 1994 resulted from strong 
merchandising revenue growth, a relatively stable gross 
margin rate, the reduction in selling and administrative 
expenses as a percent of revenues and the strong credit 
performance. 


Domestic selling and administrative expenses as a 
percent of revenues in 1994 improved approximately 
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SEARS, MERCHANDISE GROUP 

Analysis of Operations continued 


International operations 

Revenues in local currencies increased 5.5% in 1994. The 
improvement in local currency revenues was attributable to a 
1.7% revenue increase at Sears Canada coupled with a 
27.5% increase at Sears Mexico as sales benefited from the 
opening of two new stores. Revenues in U.S, dollars 
declined slightly against 1993 due mainly to an unfavorable 
Canadian exchange rate. 

Gross margin as a percent of revenues in 1994 increased 
to 23.8% from 20.9% in 1993 due to improved inventory 
control at Sears Canada partially offset by lower gross 
margins at Sears Mexico as a result of a repositioning of that 
business. Selling and administrative expense as a percent of 
revenues was slightly lower at 21.6% in 1994 compared with 
21.8% in 1993, as expense reductions at Sears Canada were 
partially offset by cost increases at Sears Mexico. Operating 
income as a percent of revenues improved approximately 
250 basis points over 1993 due primarily to improved 
performance at Sears Canada partially offset by lower 
operating income at Sears Mexico stemming from the 
merchandise inventory repositioning. 


In 1993, revenues in local currency increased 1.4% as 
compared to 1992. Local currency revenue increases at Sears 
Mexico, which benefited from the opening of three new' 
retail stores were partially offset by lower local currency 
revenues at Sears Canada due to a soft Canadian economy. 
Revenues in U.S. dollars declined in 1993 due to an 
unfavorable Canadian exchange rate. Gross margin as a 
percent of revenues declined to 20.9% in 1993 as compared 
with the 1992 gross margin rate of 21.4% due to increased 
inventory shrinkage at Sears Canada, primarily in the catalog 
business. Selling and administrative expenses as a percent of 
revenues decreased to 21.8% from 22.5% in 1992 due to cost 
containment efforts at Sears Canada. Operating income as a 
percent of revenues improved approximately 140 basis 
points in 1993 over 1992 due largely to improved results at 
Sears Canada. 

During 1992, a net after-tax gain of S50 million was 
recorded as the Company sold a minority interest in Sears 
Mexico and Sears Canada completed a primary offering of 
common stock. 
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Summarized statements 

of financial position 


December 31 

millions 

1994 

1993 

Assets 



Current assets 



Cash and invested cash 

$ 445 

$ 215 

Retail customer receivables 

19,033 

16,695 

Less: Allowance for uncollectible accounts and unearned finance charges 

832 

789 


18,201 

15.906 

Other receivables 

266 

1,346 

Inventories 

4,044 

3,518 

Prepaid expenses and deferred charges 

274 

328 

Deferred income taxes 

966 

1.213 

Total current assets 

24,196 

22,526 

Property and equipment 



Land 

355 

361 

Buildings and improvements 

3.717 

3.598 

Furniture, fixtures and equipment 

3,729 

3.626 

Capitalized leases 

229 

239 


8,030 

7,824 

Less accumulated depreciation 

4,065 

4.064 

Total property and equipment, net 

3,965 

3,760 

Deferred income taxes 

685 

616 

Other assets 

716 

784 

Total assets 

$29,562 

$27,686 

Liabilities 



Current liabilities 



Short-term borrowings 

$ 6,151 

S 4,433 

Rest met u ring rese rves 

184 

647 

Accounts payable and other liabilities 

4,603 

4,468 

(Unearned revenues 

780 

762 

Other taxes 

474 

403 

Total! current liabilities 

12.192 

10,713 

Long-term debt and capitalized lease obligations 

9,978 

9.955 

Postretirement benefits 

2,795 

2.729 

Minority interest and other 

816 

866 

Total liabilities 

25,781 

24,263 

Capital 

3,781 

3.423 

Total liabilities and capital 

$29,562 

$27,686 


See notes to Consolidated financial suueitients. 


Analysis of Financial Condition 


The Group has ready access to liquidity with cash and 
invested cash, receivables and inventories comprising over 
77% of the Group's assets at Dec. 31- 199a. The $20.6 billion 
net funding portfolio at Dec. 31, 1994, comprised of 
$16. l billion in debt and $4.5 billion of securitized 
receivables, was primarily used to fund the Group’s 
$23-5 billion of gross credit card receivables. 


Net cash used in operating activities was $330 million in 
1994. compared with $986 million in 1993- The improvement 
in operating cash flow is attributable to higher income and 
lower cash payments relative to the restructuring reserve less 
the corresponding reduction in the deferred income tax asset 
associated with those payments. Offsetting this improvement 
was the growth in owned retail customer receivables arid the 
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SEARS, MERCHANDISE GROUP 


Summarized statements 
of cash flows 


Year Ended December 31 


millions 

1994 

1993 

1992 

Cash flows from operating activities 

Group income (loss) 

$ 890 

S 732 

$ (2,977) 

Adjustments to reconcile group income (loss) to net cash used in operating 
activities 

Depreciation and amortization 

517 

493 

494 

Cumulative effect of accounting changes 

— 

- 

2,430 

Restructuring charges 

— 

— 

2,738 

Provision for uncollectible accounts 

698 

821 

910 

Gain on sales of property and investments 

(22) 

(73) 

(86) 

Change in deferred income taxes 

218 

416 

(2,053) 

Increase in retail customer receivables 

(3,199) 

(2.868) 

(1,325) 

Decrease (increase) in merchandise inventories 

(594) 

314 

357 

Change in net other operating assets and liabilities 

1,162 

(1,041) 

(908) 

Net cash used in operating activities 

(330) 

(986) 

(400) 

Cash flows from investing activities 

Net purchases of property and equipment 

(894) 

(487) 

(585) 

Net (purchases) sales of investments 

(9) 

80 

10 

Net cash used in investing activities 

(903) 

(407) 

(573) 

Cash flows from financing activities 

Net increase in long-term debt 

138 

1.530 

67 

Net increase in short-term borrowings, primarily 90 days or less 

1,781 

213 

1.163 

Proceeds from sales of subsidiaries’ stock 

— 

— 

162 

Net capital transfers to Corporate 

(453) 

(421) 

(235) 

Net cash provided by financing activities 

1,466 

1.324 

1.159 

Effect of exchange rate changes on cash and invested cash 

(3) 

(1) 

(3) 

Net increase (decrease) in cash and invested cash 

230 

(70) 

181 

Cash and invested cash at beginning of year 

215 

283 

104 

Cash and invested cash at end of year 

$ 445 

S 213 

S 285 


See notes to Consolidated financial statements. 


Analysis of Financial Condition continued 


increased investment in inventory, which was partially offset 
by the corresponding increase in merchandise payables. 

Inventories on a FIFO basis totaled $4.74 billion as of 
Dec. 31, 1994, as compared to $4.24 billion at Dec. 31, 1993. 
The increase in inventory levels reflects the expansion of 
selling space in the department stores and the growth of the 
free-standing store businesses. The following inventory 
turnover chart reflects core merchandising’s improvement in 
managing inventory productivity over the past few years. 
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Analysis of Financial Condition continued 


In (lie fourth quarter of 1992. the Group recorded a 
pretax restructuring charge of $2.65 billion to streamline its 
domestic merchandising operations by focusing on profitable 
core retail operations. The restructuring program included 
discontinuing domestic catalog operations, a voluntary early 
retirement incentive program, closing 113 unprofitable 
retail department and specialty stores, streamlining or 
discontinuing various unprofitable merchandise lines and 
the write-down of underutilized assets to market value. 

The restructuring program was intended to reduce 
operating costs and improve the Group's competitive 
position and earnings potential. The restructuring program 
eliminated approximately 50,000 full-time and part-time 
positions. The following represents the reserve activity during 
1994 and 1993*- 


millions 

1994 

1993 

Beginning balance 

$647 

$2,150 

Cash charges 

247 

1.216 

Non-cash charges 

216 

287 

Fueling balance 

$184 

S 647 


For 1994, the cash charges related primarily to employee 
termination benefits. For 1993, the cash charges related 
primarily to operating losses associated with the catalog and 
other exited businesses. The remaining reserve balance at 
Dec. 31, 1994 related primarily to commitments remaining 
under contractual obligations. Management believes that the 
remaining reserve balance at Dec. 31, 1994 is adequate. 


The Group is currently in the middle of a live-year, 

$4 billion capital expenditure program, which began in 199,3- 
The program is primarily focused on expanding the Group's 


revenue opportunities. The capital expended 
three years has been used as follows: 

during 

the 

past 

millions 

1994 

1993 

1992 

Department stores, primarily remodel and 

expansion efforts 

$673 

$306 

$339 

Free-sta tiding f<>rmais 

106 

82 

70 

Cost and productivity initiatives 

la J 

109 

179 

Total capital expenditures 

$920 

$197 

$588 

The Group plans capital expenditures foi 

- 1995 

of 



approximately $1.2 billion (including leases) which includes 
the remodeling and upgrade of merchandise presentations in 
approximately 109 existing department stores, 17 new 
department stores. 50 new Sears Hardware stores, 30 new 
Homelife stores and 62 new Western Auto stores. 

Net cash provided by financing activities was 
$1.47 billion in 1994 compared to $1.32 billion in 1993. due 
primarily to increased debt levels, which were required to 
fund the growth in credit receivables. 
















AI.LSTATI-: INSURANCE C.ROUl 


Summarized statements 

of income 


Year Ended December 31 


millions 

1994 

1993 

1992 

Revenues 

Property-liability insurance premiums (net of reinsurance ceded of $609, $430 
and $480) 

$16,808 

S 16.323 

$15,738 

Life insurance premium income and contract charges (net of reinsurance ceded 
of $48, $47 and $38) 

1,053 

1.079 

1.128 

Investment income, less investment expense 

3,401 

3.324 

3,200 

Realized capital gains 

202 

220 

162 

Total revenues 

21,464 

20,946 

20.228 

Costs and expenses 

Property-liability insurance claims and claims expense (net of reinsurance 
recoveries of $330, $443 and $917) 

14,665 

12.922 

15,205 

Life insurance policy benefits (net of reinsurance recoveries of $29, $26 and 
$22) 

2,0.31 

2.103 

2.154 

Policy acquisition costs (including amortization of $2,019, $2,047 and $1,944) 

3,198 

3,279 

3.134 

Early retirement program 

154 

— 

— 

Interest 

59 

82 

— 

Other operating costs and expenses 

1,130 

1,184 

1.140 

Total costs and expenses 

21,237 

19,570 

2 1 .653 

Income (loss) before income taxes (benefit) 

227 

1 .376 

(1.425) 

Income taxes (benefit) 

(257) 

75 

(926) 

Tlte Allstate Corporation income (loss) before cumulative effect of accounting 
changes 

*8* 

1.301 

(499) 

Minority interest 

(96) 

(141) 

— 

Cumulative effect of accounting changes 

— 

— 

(326) 

Group income (loss) 

$ .588 

$ 1.160 

$ (825) 


See notes to Consolidated financial statements. 


Analysis of Operations 


Allstate’s revenues totaled $21.46, $20.95 and $20.23 billion 
for 1994, 1993 and 1992, respectively. Revenues increased 
2.5% in 1994 due to increases in property-liability earned 
premiums and investment income which were partially offset 
by a decrease in life insurance premium income and contract 
charges and lower realized capital gains. Revenues increased 
3.6% in 1993 due to increases in property-liability premiums 
earned, investment income and realized capital gains which 
were partially offset by a decrease in life insurance premium 
income and contract charges. 

Allstate’s 1994 income was $388 million, after minority 
interest of $96 million, compared with $ 1.16 billion, after 
minority interest of $141 million, in 1993 and a loss of 
$825 million in 1992. The decline in income in 1994 from 
1993 resulted primarily from a significant increase in 
catastrophe losses, including losses of $846 million after 
taxes and minority interest from the California earthquake, 
which more than offset the benefit of favorable property- 
liability trends in claim severity and expense reductions, 
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and improved life operating income. Income in 1994 also 
includes a charge of $80 million after taxes and minority 
interest for the cost of an early retirement program offer 
accepted by approximately 600 employees during the 
fourth quarter. The program provides one year of salary 
continuation and related benefits during the salary 
continuation period, and an enhanced retirement benefit. 
Allstate estimates that this program will result in annual 
cost savings of approximately $28 million after taxes and 
minority interest, commencing in 1996. 

Improved income in 1993 over 1992 resulted from 
stronger operating income from both the property-liability 
and life operations and higher realized capital gains. Income 
in 1993 also benefited from a nonrecurring tax credit of 
$28 million resulting from the adjustment of deferred lax 
assets due to the 1% increase in the federal income tax rate 
imposed by the Omnibus Budget Reconciliation Act of 1993- 
The loss in 1992 resulted from a $1.65 billion after-tax loss 
from Hurricane Andrew and a onetime $326 million after-tax 





























Analysis of Operations continued 


charge as (he result of a change in accounting for certain 
postretirement benefits and poslernployment benefits. 

Property-liability operations 

Premiums written in 1994 increased 2.4% over 1993 levels, 
which in turn, increased over 1992. The increases were 
clue to an increase in average premium. Average premium 
increased primarily due to a shift to newer and more 
expensive autos, rate increases and the effect of policy 
provisions adjusting for inflation. In general, rate increases 
are limited by competition, favorable loss cost trends and 
regulatory factors. 

Over the past two years, policies in force’ have remained 
relatively unchanged as increase’s in areas targeted for 
growth and improved retention ol existing customers were’ 
substantially offset by policy reductions in catastrophe 
exposure areas. Premiums earned increased 3-0% and 
3.7% in 1994 and 1993. respectively. 


Supplementary income statement information: 


millions 

1994 

1993 

1992 

Premiums written 

517,009 

$16,615 

516,011 

Premiums earned 

$16,808 

$16,323 

5 15.738 

Claims and datim expense 

1 t.665 

12.922 

15.205 

Other costs and expenses 

5.834 

3,885 

3.805 

Parly retirement program 

132 

— 

— 

Underw riting loss 

(1.823) 

( (8-i) 

(.5,272) 

Net investment income 

1,573 

1,460 

1,468 

Realized capital gains, after-tax 

147 

149 

167 

Income tax benefit on operations 
(excluding tax on realized 

capital gains) 

(•(15) 

(631 

(1.0(9) 

Cumulative effect of accounting changes 

— 

— 

(312) 

Income ( loss) 

$ 312 

$ 1.188 

s (900) 

Catastrophe losses 

S 1.988 

$ 546 

S 3.300 

Claims anti claims expense ("loss") ratio 

87,2% 

79.2% 

96,6% 

Kxpen.se ratio 

23.6 

23.8 

2 a. 2 

Combined ratio 

J 10.8% 

103.0% 

120,8% 

Kfleet of catastrophe losses on combined 

ratio 

u.m 

3.3% 

21.0% 


The underwriting loss increased in 1994 from 1993 
primarily due to a significant increase in catastrophe losses, 
including the California earthquake, which more than offset 
die favorable trends in claim severity (average cost per 
claim) for auto injury coverages and a lower expense ratio. 

The Norihridge, California earthquake resulted in the 
second highest total losses from a single catastrophe incurred 
by Allstate in its history. Since Allstate's preliminary provision 
for losses on February 1. 1994 and based on its ongoing 
evaluation of ever increasing claim data and changing 
circumstances. Allstate revised its provision for earthquake 
losses a number of times. Allstate's cumulative provision for 
earthquake losses was $1.63 billion ($Bd6 million after taxes 
and minority interest). The establishment of reserves is an 


inherently uncertain process and there can lie no assurance 
that ultimate losses with respect to the California earthquake 
will not exceed recorded reserves. However, management 
believes the possibility of additional material loss is remote, 
Underwriting results in 1993 improved from 1992 with 
decreases in both the loss ratio and expense ratio. The 
improvement in the loss ratio was attributable to lower 
catastrophe losses partially offset by modest increases in 
severity and frequency. Underwriting results in 1992 include 
losses from Hurricane Andrew of $2.3 billion, net of 
reinsurance. 


Property-Liability Combined Ratio 

125 
100 
75 
50 
25 

0 _ 

1992 1993 1994 

□ Catastrophe Losses □ Excluding Catastrophe Losses 

Catastrophes are an inherent risk of the property-liability 
insurance business which have contributed, and will 
continue to contribute, to material year-to-year fluctuations in 
Allstate's results of operations and financial condition. The 
level of catastrophe loss experienced in any year cannot be 
predicted and could be material to the results of operations 
and financial condition. Due to the current unavailability of 
reinsurance at acceptable rates. Allstate has no reinsurance in 
place to lower its exposure to catastrophes at this time. 
However, Allstate continues to evaluate the reinsurance 
market for appropriate coverage at acceptable rates. Allstate 
has initiated a strategy to limit, over lime, its insurance 
exposures in certain regions prone to catastrophe occurrences. 
Allstate has declined to renew some policies for property 
coverages, although the extent of such nonrenewals is 
constrained by state insurance laws and regulations, In 
addition. Allstate has filed for selective rate increases as well 
as for limitations on policy coverages in catastrophe 
exposure areas, subject to the requirements of insurance 
laws and regulations and as limited by competitive 
considerations. While management believes that these actions 
will reduce Allstate's exposure to catastrophes in certain 
geographic regions, the extent of such reductions is uncertain. 

Changes in claim severity are generally influenced by 
inflation in the medical and auto repair sectors of the 
economy and company loss control initiatives. Injury claims 
are affected by medical cost inflation while non-injury claims 
are affected largely by auto repair cost inflation. Management 
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ALLSTATE INSURANCE GROUP 

Analysis of Operations continued 


believes that the favorable injury - severity trends in 1994 and 
1993 are due in part to Allstate initiatives. These inc lude 
initiatives to improve the claims settlement process, medical 
management programs and the use of special investigative 
units to reduce fraud. Injury coverage severity declined 
slightly in 1994 from 1993- Although injury coverage severity- 
in 1993 was higher than 1992. the rate of increase was lower 
than the corresponding increase in the inflation rate for the 
Medical Care index as measured by the Bureau of Labor 
Statistics during the same time period. For non-injury 
coverages, Allstate monitors its rate of increase in average 
cost per claim against the Auto Maintenance and Repair 
(AMR) index. Although 1994 and 1993 rates of increase in 
non-injury severity were higher than the AMR index, they 
did not deviate significantly from historical trends. 

Auto injury frequencies decreased slightly during 1994, 
while non-injury frequency trends were up due to adverse 
weather experienced during the first quarter of the year. 
Frequencies for both injury and non-injury coverages 
increased slightly in 1993- Kxclutling claims related to 
catastrophes, frequency for homeowners coverages 
decreased in 1994 and 1993. while the severity of claims 
increased slightly. 

The cost of the early retirement program added eight- 
tenths of a percentage point to the 1994 expense ratio. 
Excluding the cost of this program, the expense ratio 
steadily declined over the three-year period as management 
continued to improve efficiency and control the growth of 
back-office operation expenses. 

Pretax investment income increased 7.7% in 1994 from 
1993 due to growth in investment balances that more than 
offset a decline in portfolio yields. Pretax investment income 
decreased slightly in 1993 from 1992, primarily due to a 
decline in portfolio yields, which were partially offset by 
the benefit of higher investment balances, Year-to-year 
fluctuations in realized capital gains are largely a function 
of timing of sales decisions reflecting management's view 
of individual securities and overall market conditions. 

Life operations 

Premium income is recognized as revenue for traditional life 
products and annuities with life contingencies, and contract 
charges are recognized as revenue for universal life contracts 
and investment contracts. Therefore, premium income and 
contract charges are significantly influenced by the type of 
products sold. Premium income and contract charges 
decreased 2.4% in 1994 and 4.3% in 199.3, The decreases 
were due to lower sales of structured settlements with life 
contingencies and group pension retirement annuities, which 
were partially offset by higher contract charges resulting 
from growth in universal life insurance inforce and variable 
annuity and other investment contract account balances. 


Supplementary income statement information: 


millions 

1994 

1993 

1992 

Statutory premiums 

54,539 

$•*.086 

$3,851 

Premium income and contract charges 

S 1.053 

$1,079 

SI.128 

Net investment income 

1,827 

1.858 

1.732 

Benefits and expenses 

2,523 

2,681 

2,643 

Early retirement program 

22 

— 

— 

Income from operations 

335 

256 

217 

Income tax on operations 

109 

87 

68 

Net operating income 

226 

169 

149 

Realized capital losses, after tax 

< 15) 

(6) 

((>()) 

Cumulative effect of accounting changes 

— 

— 

(14) 

Income 

S 211 

S 163 

S 78 


Because of the manner in which life premiums and 
contract charges are recognized under generally accepted 
accounting principles, statutory premiums are a better 
measure of sales volume. Statutory premiums, which include 
premiums and deposits for all products, increased 11.1% in 
1994 from 1993 due to higher sales of guaranteed investment 
contracts and increased sales and renewals of life insurance 
policies. Sales of guaranteed investment contracts may vary 
based on management's assessment of market opportunities. 
Increased sales of annuities through banks were offset by 
reduced sales of structured settlements and other individual 
annuities. In 1993. statutory premiums increased 6.1% from 
1992 levels. Sales of individual annuity products, inc luding 
variable annuities, and sales and renewals of fife insurance 
increased during the period. Premiums from group pension 
products decreased in 1993- 

Pretax net investment income decreased 1.6% in 1994 
compared with 1993 primarily due to reduced portfolio 
yields, which were partially offset by the impact of increased 
invested assets. Invested assets grew 7.7% and 5.6% for 1994 
and 1993. respectively. Higher levels of invested assets 
resulted in a 7.2% increase in investment income in 1993. 
Investment income was also favorably impacted in 1993 by- 
adjustments totaling $23 million resulting from accelerated 
discount accretion on certain mortgage-backed securities. 
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Summarized statements 

of financial position 


December 31 


millions 

1994 

1993 

Assets 



investments 



Fixed income securities 



Available for sale, at fair value (amortized cost $30,733 and $28,549) 

$30,033 

$30,955 

Held to maturity, at amortized cost (fair value 57,869 and $8,857) 

8,008 

7.933 


38,04 1 

38,888 

Equity securities, at fair value (cast $4,281 and $3,626) 

4.852 

4,554 

Mortgage loans 

3,234 

3,563 

Real estate 

814 

722 

Short-term 

806 

673 

Other 

432 

391 

Total investments 

48,179 

48,791 

Premium installment receivables 

2,316 

1.964 

Deferred policy acquisition costs 

2,074 

1,511 

Re insurance recow rubles 

1,867 

1,916 

Property and equipment, net 

X 

X 

r- 

822 

Accrued investment income 

710 

705 

Deferred income taxes 

1.728 

444 

Cash 

68 

81 

Other assets 

839 

842 

Separate Accounts 

2,800 

2.282 

Total assets 

$61,369 

$59,358 

Liabilities 



Reserve for property-liability insurance claims and claims expense 

$16,933 

S1 5,683 

Reserve for life insurance policy benefits 

5,224 

4.942 

Contractile Tier funds 

17,974 

16,81 1 

i ' nea rned pre m i u ms 

5.908 

5,729 

Claim payments outstanding 

607 

492 

Other liabilities and accrued expenses 

2,628 

2.269 

Debt 

869 

850 

Separate Accounts 

2,800 

2,282 

Total liabilities 

52,943 

49,058 

Minority interest 

1,666 

2.049 

Capital 

6,760 

8.251 

Total liabilities and capital 

$61,369 

559,358 


See notes to Consolidated financial statements. 


Analysis of Operations continued 


Net operating income increased 33-9% in 1994 from 
1993. which in turn increased 13-6% from 1992. Net 
operating income in 1994 included a Si t million charge 
related to the cost of the early retirement program and in 
1993 included an $18 million charge resulting from 
management's decision to discontinue use of a policy 
processing system. The increases in 1991 arid 1993 were 
primarily due to increased volume of contract charges on 
individual annuity products and lower operating expenses. 
Additionally, net operating income in 1992 was adversely 
affected by foregone interest on commercial mortgage loans. 


Realized capital losses after taxes increased in 1991 
compared with 1993- While the life operations experienced 
significantly lower asset writedowns in 1994. realized capital 
gains from sales of securities and bond calls were also 
significantly lower than the prior year. Realized capital gains 
in 1993 included the effect of sales related to repositioning a 
portion of the investment portfolio to improve the matching 
ol assets with related liabilities. Realized capital losses after 
taxes were 'lower in 1993 compared to 1992 due to lower 
commercial mortgage loan losses and higher gains from 
bond calls and sales of securities. 
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ALLSTATE INSURANCE GROUP 

Analysis of Financial Condition 


Capital 

The capacity for Allstate's growth in property-liability 
premiums is in part a function of its operating leverage. The 
premium to .surplus ratio for Allstate Insurance Company, 
Allstate's property-liability .subsidiary, was 2.5x and 2.3x at 
Dec. 31- 1994 and 1993. respectively. The increase resulted 
from a decline in statutory surplus resulting from higher 
catastrophe losses in 1994. 

The National Association of Insurance Commissioners 
has adopted a new standard for assessing the solvency of 
insurance companies, which are referred to as risk-based 
capital (RBC). The requirement consists of a formula for 
determining each insurer's RBC and a model law specifying 
regulatory actions if an insurer’s RBC falls below specified 
levels. The RBC formula for property-liability companies 
includes asset and credit risk, but places more emphasis on 
underwriting factors for reserving and pricing. The RBC 
formula for life insurance companies establishes capital 
requirements relating to insurance, business, asset and 
interest rate risks. At Dec. 31. 1994, risk-based capital for 
each of Allstate's individual property-liability and life 
companies was in excess of the required capital levels. 

In fanuary 1995. Allstate announced that it Intends to 
sell up to 90% of the common stock of The PMI Group, Inc., 
an indirect wholly-owned subsidiary, in an initial public 
offering. This decision is in keeping with its strategic 
direction to focus oil its core property-liability and life 
insurance businesses and to realize the return on its long¬ 
term investment. Concurrently with the initial public offering. 
Allstate will offer exchangeable notes due in 1998 which are 
mandatorily exchangeable into shares of PMI Group common 
stock (subject to Allstate s right to deliver cash in lieu of 
such shares). Upon the mandatory exchange, all or 
substantially all of Allstate's remaining ownership interest in 
PMI Group will be eliminated. The foregoing offerings are 
subject to market and other conditions, and there can be no 
assurance that the offerings will be consummated. 

Investments 

Allstate follows an investment strategy that combines the 
goals of safety, stability, liquidity, growth and total return. It 
seeks to balance preservation of principal with after-lax yield 
while maintaining portfolio diversification. Investment 
strategies for the property-liability and life insurance 
segments vary based on the nature of the respective 
insurance operations. 


Invested assets contributed income constituting 
15.8% and 15.9% of total revenues in 1994 and 1993. 
respectively. The composition of the investment portfolio at 
Dec. 31. 1994 is presented in the table below. 


millions 

Property- 

Liability 

Life 


Total 

Fixed income 
securities 

Available for sale 

SI 9.705 

79.6% 

$10,328 

44.2% 

$30,033 

62,4% 

1 Held to maturity 

— 

— 

8.008 

34,2 

8,008 

16.6 

Equities 

4,124 

16.6 

728 

3.1 

i,852 

10.1 

Mortgage loans 

68 

0.3 

3.167 

13.6 

3,235 

6.7 

Real estate 

459 

1.8 

355 

1.5 

814 

1.7 

Short-term 

389 

1.6 

404 

1.7 

793 

1.6 

Other 

25 

0.1 

406 

1.7 

431 

0.9 

Total 

$24,770 

100.0% 

$23,396 

100.0% 

48.166 

100.0% 

Corporate 





13 

— 






$48.) "9 

100.0% 


Fixed income securities 

The fixed income securities portfolio consists of tax-exempt 
municipal bonds, publicly traded corporate bonds, private 
placement securities, mortgage-backed securities and U.S. 
Government bonds. Allstate generally holds its fixed income 
securities long-term, but has classified the majority of these 
securities as available for sale, which are carried in the 
statement of financial condition at fair value, to allow 
maximum flexibility in portfolio management. At Dec. 31. 
1994, unrealized capital losses on the available for sale 
portfolio totaled $700 million compared to unrealized capital 
gains of $2.si billion at Dec. 31, 1993. The significant 
change in the unrealized gain loss position of the fixed 
income available for sale securities portfolio was attributable 
to rising interest rates. 
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Analysis of Financial Condition continued 


Nearly 95% of the $.58.04 billion of fixed income 
securities are rated investment grade, included among the 
securities that are rated below investment grade are securities 
that were purchased at investment grade but have since 
been downgraded, high yield bonds and certain private 
placements of debt. The majority of these securities are 
included in the available for sale portfolio and are carried 
in the statement of financial position at fair value. The net 
unrealized loss on below investment grade securities was 
SI2 million at Dee, 31, 199 i. 

At Dec. 3b 1994 and 1993, S6.22 and $6.70 billion, 
respectively, of the fixed income securities portfolio were 
invested in mortgage-! sacked securities. These securities 
provide higher-than-average credit quality and liquidity. 
Allstate mitigates credit risk by primarily purchasing securities 
with underlying collateral that is guaranteed by U.S. 
Government entities. 

Mortgage-backed securities are subject to risks associated 
! with repayment of principal. This may result in the securities 
having a different actual maturity than anticipated at the time 
j of purchase. Securities that tun e an amortized cost greater 
than par which are backed by mortgages that repay faster 
(or slower) than expected will incur a reduction (or increase) 
in yield. Those securities that have an amortized cost lower 
than par that repay faster (or slower) than expected will 
generate an increase (or decrease) in yield. The degree to 
which a security is susceptible to changes in yields is 
influenced by the difference between its amortized cost and 
par. the relative sensitivity to repayment of the underlying 
mortgages backing the securities in a changing interest rate 
environment, and the repayment priority of the securities in 
the overall securitization structure, Prepayment of principal 
may result in a loss on certain high-risk mortgage-backed 
securities. At Dec. 3b 1994. Allstate held $2 million of these 
higher risk securities. 


Allstate attempts to limit repayment risk by purchasing 
securities whose cost is below or does not significantly 
exceed par, and by purchasing structured securities with 
repayment protection to provide a more certain cash flow 
to the investor. At Dec. 3b 1994, the amortized cost of the 
mortgage-backed securities portfolio was below par value 
by $155 million. 

Allstate closely monitors its fixed income portfolio for 
declines in value that are other than temporary. Securities 
are placed on non-accrual status when they are in default or 
when the receipt of interest payments is in doubt. The total 
pretax income effect of provisions for losses attributable to 
fixed income securities for 1994, 1993 and 1992 was 
$26. $136 and $77 million, respectively. The high level of 
writedowns in 1993 reflects changes in estimated future cash 
(lows for certain mortgage-backed securities. The fair value 
of total problem, restructured and potential problem fixed 
income securities at Dec. 3b 1994 was $95, $2.3 and 
$161 million, respectively. These securities are carried at fair 
value. Potential problem fixed income securities included 
$24 million of Orange County. California securities. 

Mortgage loans 

Allstate's $3-2.3 billion investment in mortgage loans at 
Dee. 3 b 1994 is comprised primarily of loans secured by 
first mortgages on developed commercial real estate, and 
is primarily held in the life operations. Geographical and 
property diversification are key considerations used to 
manage Allstate's mortgage loan risk. Property diversification 
at Dec. 3b 1994 was 37% retail. 22% office building, 

19% warehouse, 14% apartment complexes and 8% other. 
The portfolio is geographically diversified throughout 
the 11.8. and Canada. 

Allstate closely monitors its commercial mortgage loan 
portfolio on a loan-by-loan basis. Loans with an estimated 
collateral value less than the' loan balance as we'll as loans 
with other characteristics indicative of higher than normal 
credit risk are' reviewed by financial and investment 
management at least quarterly for purposes of establishing 
valuation reserves and placing loans on non-accrual status. 
The underlying collateral values are estimated using 
discounted cash How projections, and are updated as 
conditions change or at least annually. The total pretax 
income effect of provisions for loan losses was $62, $84 
and $157 million in 1994. 1993 and 1992. respectively. 



Fixed Income Securities Held to Maturity 

Privately-Placed 
Corporate Bonds 66.9'!i> 


Publicly-Traded 
Corporate Bonds 12.2% 


U.S. Govt. Bonds 
13.3% 


Mortgage-Backed 
Securities 7.6% 
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ALLSTATE I NSl JRANCH GR< )UP 


Summarized statements 
of cash flows 




Year Ended 

December 31 

millions 

1994 

1993 

1992 

Cash flows from operating activities 

Group income (loss) 

$ 388 

$ 1.160 

S (825) 

Adjustments to reconcile Group income (loss) to net cash 
provided by operating activities 

Depreciation, amortization and other noncash items 

52 

26 

112 

Cumulative effect of accounting changes 

— 

— 

494 

Early retirement program 

154 

— 

— 

Realized capital gains 

(202) 

(220) 

(162) 

Increase in policy benefit and other insurance reserves 

1,779 

1,156 

2.182 

Increase in deferred income taxes 

(173) 

(142) 

(620) 

Change in other operating assets and liabilities 

(7) 

613 

(.368) 

Net cash provided by operating activities 

1,991 

2.593 

813 

Cash flows from investing activities 

Proceeds from sales 

Fixed income securities 

5,205 

5,927 

5,157 

Equity securities 

1,944 

1.574 

1.352 

Investment maturities 

Fixed income securities 

3.991 

5.424 

2.974 

Mortgage loans 

399 

233 

113 

1 investment purchases 

Fixed income securities 

(11,327) 

(15.426) 

(10.001 ) 

Equity securities 

(2,359) 

(1.769) 

(1.566) 

Mortgage loans 

(221) 

(306) 

(582) 

Net change in short-term investments 

(139) 

423 

(235) 

Change in other investments 

(40) 

(48) 

(33) 

Net purchases of property and equipment 

(132) 

(76) 

i 120) 

Net cash used in investing activities 

(2,679) 

(4.044) 

(2,741) 

Cash flow's from financing activities 

Repayment of debt assumed from Sears 

— 

(1,800) 

— 

Proceeds from issuance of debt 

19 

850 

— 

Proceeds from Issuance of common stock 

— 

2.,287 

— 

Payments received under investment contracts 

2,839 

2,359 

2.771 

Interest credited to investment contracts 

924 

959 

1.034 

Payments on maturity of investment contracts anti other charges 

(2,847) 

(2.919) 

(1,766) 

Dividends paid to Sears 

(260) 

(330) 

(202) 

Net cash provided by financing activities 

675 

1.406 

1 .8.37 

Net decrease in cash 

(13) 

(45) 

(91) 

Cash at beginning of year 

81 

L26 

217 

Cash at end of year 

$ 68 

S 81 

S 126 


See notes to Consolidated financial statements. 
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Analysis of Financial Condition con i i miecl 


Allstate defines problem commercial mortgage loans as 
loans that are in foreclosure, loans for which a principal or 
interest payment is over 60 days past due. or are current 
with interest payments, but considered in-substance 
foreclosed. Restructured commercial mortgage loans have 
modified terms ami conditions that were not at prevailing 
market rates or terms at the time of restructuring. Potential 
problem commercial mortgage loans arc current with interest 
payments, or less than 60 days delinquent as to contractual 
principal and interest payments, but because of other facts 
and circumstances, management has serious doubts regarding 
the borrower's ability to pay future interest and principal 
which causes management lo believe these loans may be 
classified as problem or restructured in the future. Interest 
foregone on problem and restructured loans was $4. S6 and 
SI -7 million for 199a, 1993 and 1992. respectively. 


The following table summarizes the net carrying v alues 
of problem, restructured and potential problem commercial 
mortgage loans at Dec. 31. 1994 and 1993. 


1 )ccvmber 3 1 

millions 


199i 

1993 

Problem 


312" 

s 02 

Restructured 


161 

161 

Potential problem 


111 

3H.3 

'total net carrying value 


sV 10 

S636 

Reserves 


s 92 

S 91 

Reserves as a % ot gross carrying value (1 > 


] 3.3% 

12.31 


U> Calculated as total reserves divided by the gross carrying value, 
■which is die total net carrying value plus the reserves. 


In 199 1 . overall real estate market conditions generally 
stabilized nationwide, and some geographic regions showed 
improvement. The decline in the industry delinquency rates, 
which began in 1993. continued throughout 199 i. The net 
carrying value of problem, restructured and potential 
problem loans decreased primarily due to loan foreclosures 
and discounted loan payoffs, w rite-offs and improved loan 
circumstances consistent with the improvement in certain real 
estate markets. Problem loans experienced a net increase 
due to potential problem loans moving to the problem loan 
category. Contributing to the decrease in potential problem 
loans was improvement in the circumstances surrounding 
certain loans. Allstate's restruc tured loans carrying value 
remained constant as loans added were offset by loans 
which met the restructured contractual obligations, were paid 
off early, or moved into the problem category. Allstate 
expects to continue to extend the maturity and adjust the 
interest rates to market of certain maturing loans where the 
borrow er is unable to obtain financing elsewhere. If interest 
rates continue to rise, it will likely be more difficult lo obtain 
market-adjusted rales on maturing mortgages and may result 
in an increase of restructured loans. 


Management s commercial mortgage loan monitoring 
procedures as well as the frequency of estimating collateral 
values for eac h loan provide a reasonable basis for 
establishing reserves. Management is encouraged by the 
positiv e real estate market trends in some geographic 
locations; however, further declines in certain market or 
specific property conditions may cause changes in estimates 
of cash flows and may result in additional losses. While 
Allstate believes its commercial mortgage loans were carried 
at appropriate levels at Dec. 31. 1994. no assurance can be 
given that further additions to the reserves will not be 
required. 

Claims and claim expense reserves 

Underwriting results of the property-liability operations are 
significantly influenced by estimates of claims and claims 
expense reserves. Allstate regularly updates its reserve 
estimates as new tacts become know n and further events 
occur that may impact the resolution of unsettled claims. 

Reserves for asbestos and env ironmental claims are 
subject to greater uncertainties titan those presented b> other 
types of claims. Reserves for asbestos were f iS6 and 
3303 million, net of reinsurance recoverable of 3293 and 
$283 million, at Dec. 31, 1994 and 1993, respectively. 
Reserves for environmental claims were $370 and 
$33-1 million, net of reinsurance recoverable of $492 and 
3473 million, for the same periods. 

Pending asbestos and environmental claims were 
approximately 16,200 and 13.300 at Dee. 31, 199a and 1993. 
respectively. Approximately 2.700 and 3,000 new claims were 
reported during 199 f and 1993, respectively. Approximately 
2,000 and 1,430 claims were closed during 199 i and 1993.. 
respectively, of which approximately 1,400 and 1.230 claims 
were settled without payment. 

Refer to note 9 of the consolidated financial statements 
lor further discussion on reserves for asbestos and 
environmental claims. 

Liquidity 

Allstate's operations generate substantial positive easli flow 
from operations as a result of premiums and deposits 
received in advance of the lime claims and policyholder 
benefits are paid. Positive operating cash flows, along with 
the portion of the investment portfolio that is held in cash 
and highly liquid securities, have historically met the liquidity 
requirements of the operations. Catastrophe claims, the 
timing and amount of which are inherently unpredictable, 
may create increased liquidity requirements. Allstate was able 
to meet the cash requirements ol the California earthquake 
with operating cash flows. 

Under a shelf registration filed with the Securities and 
Kwhange Commission. Allstate may issue up to $630 million 
of debt or preferred stock. In addition, at Dec. 31. 1994. 
Allstate had unused lines of credit of $1,00 billion. 
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SKARS, ROKBl CK AND CO. 

T e n - y e a r summary 

of consolidated financial data 


S millions, except per common share data 

1994 

1993 

1992 

Operating results 

Revenues 

$ 54,559 

S 51,486 

$ 53,110 

Costs and expenses 

51,390 

47,898 

53.253 

Restructuring 

154 

— 

2,782 

Interest 

1,339 

1,400 

1,389 

Operating income (loss) 

1,676 

2.188 

<4.3141 

Other income (loss) 

36 

784 

20 

Income (loss) before income taxes '(benefit.) and minority interest 

1,712 

2,972 

(4,294) 

Income taxes (benefit) 




Current operations 

35« 

404 

( 1.965) 

Fresh start and deferred tax benefits 

— 

— 

— 

Income (loss) from continuing operations 

1,244 

2,420 

(2.31 1) 

Income (loss) from discontinued operations 

15 

165 

252 

Extraordinary gain (loss) 

195 

(211) 

— 

Cumulative effect of accounting changes 

— 

— 

<1.873) 

Net income ( loss) 

1,454 

2.374 

(3,932) 

Financial position 

Investments 

$ 46,942 

$ 47.753 

S 40,304 

Receivables 

21,969 

20.019 

18.1 16 

Property and equipment, net 

5,041 

5,223 

5,479 

Me re h and ise i n ve n to lies 

4,044 

3.518 

4,048 

Net assets of discontinued operations 

473 

452 

3,549 

Total assets 

91,896 

88.925 

83.947 

Insuranee reserves 

40,136 

37.444 

35,889 

Short-term be mowings 

6,190 

1.636 

4.469 

Long-term debt 

10,854 

11,640 

12.432 

Total debt 

17,044 

16,276 

16.901 

Percent of debt to equity 

158% 

163% 

! 57°/ 

Shareholders' equity 

$ 10,801 

$ 1 1,661 

$ i 0.7~3 

Shareholders’ common stock investment 

Book value per common share (year-end) 

$ 26.91 

$ 29.58 

$ 27.89 

Shareholders 

262,387 

291.320 

337,892 

Average common shares outstanding (millions) 

389 

383 

370 

Earnings (loss! per common share 




Income (loss) from continuing operations 

$3.12 

$6.25 

$(6.33) 

Income (loss) from discontinued operations 

.04 

.43 

.68 

Extraordinary gain (loss) 

• 50 

(.55) 

— 

Cumulative effect of accounting changes 

— 

— 

(5.07) 

Net income (loss) 

3-66 

6.13 

(10.72) 

Cash dividends declared per common share 

$1.60 

$ 1.60 

$2.00 

Cash dividend payout percent 

43-7% 

26.1% 

N/M 

Market price—common stock (high-low) 

55'/h— 42'/s 

60 ’/ k — 39~'n 

48-37 

Closing market price at year-end 

46 

5 2 7 A 

45 h 

Price-earnings ratio (high-low) 

15-12 

10-7 

N/M 


Operating results and financial position reflect Homart Development Co. and affiliated entities, Dean Witter, Discover N Co. and the 
Cold well Banker residential services businesses as discontinued operations. See note 5 to the consolidated financial statements. 
Operating results for 1990 and prior years also reflect the group life-health business of Allstate Insurance Group and the commercial 
division of Col dwell Banker as discontinued operations. 

Financial position for 1994 and 1993 reflects the adoption of new accounting rules for certain investments in debt securities. 
Operating results and financial position for 1994, 1993 and 1992 reflect the adoption of new accounting rules for post retirement and 
postemployment benefits. See note 2 to the consolidated financial statements. Net income in 1988 reflects adoption of new income 
tax accounting rules. 
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1991 1990 1989 1988 1987 1986 1985 


51.592 

S 50,889 

S 49,049 

S 45,784 

S 11.691 

S 38,687 

S 36.393 

49.181 

48,681 

45,952 

42,800 

38.419 

35.836 

33,771 

— 

265 

— 

751 

105 

— 

— 

1,568 

1.651 

1.570 

1.338 

1,164 

1,218 

1.280 

843 

292 

1.527 

895 

2.003 

1,633 

1,342 

(22) 

(38) 

(82) 

(25) 

(33) 

108 

152 

821 

254 

1 .445 

870 

1,970 

1,741 

1 ,494 

(57) 

(263) 

181 

( 40 ) 

461 

424 

271 

— 

(139) 

— 

— 

( 172) 

— 

— 

883 

646 

1,221 

879 

1,644 

1.292 

1,193 

396 

256 

288 

31 

(11) 

47 

101 

_ 

— 

— 

544 

— 

_ 

_ 

1.279 

902 

1.509 

1,454 

1 .633 

1 ,339 

1.294 


! 37,724 

$ 31,785 

$ 27,268 

$ 23,103 

$ 19.340 

$ 15,742 

S 13.136 

16.677 

18.215 

18,419 

17.186 

16,586 

14.584 

14,119 

5.846 

5,488 

5,022 

4,748 

4,399 

4,267 

4,251 

4.459 

4,074 

4,358 

3,716 

4,115 

4.013 

4.115 

2,887 

2,581 

2,398 

2,390 

2,331 

1.874 

1,509 

77,845 

71,050 

63.935 

57.420 

52,124 

45,676 

41,359 

3T612 

27,184 

22,331 

18,521 

14,257 

11.075 

8,876 

1,775 

7,462 

6.880 

4,359 

3.996 

1.545 

2.106 

16,398 

10,782 

8,434 

8,274 

8.507 

8.871 

9.023 

18.173 

18,244 

15,314 

12,633 

12,503 

10,416 

11.129 

128% 

142% 

112% 

90% 

92% 

80% 

95% 

> 14,188 

$ 12.824 

$ 13,622 

$ 14,055 

$ 13.541 

5 13,017 

S 11,776 


S 40,29 

$ 37.38 

$ 39.77 

$ 37.75 

$ 35.77 

$ 33.90 

$ 31.66 

342.851 

345.071 

348,597 

351.999 

328,446 

319,686 

326,201 

34-t 

343 

351 

379 

378 

369 

363 

$2.56 

$1.88 

$3.48 

$2.32 

$4.33 

$3.46 

$3-2 3 

1.15 

.75 

.82 

.08 

(.03) 

.12 

.28 

_ 

— 

— 

1.44 

— 

_ 

_ 

3.71 

2.63 

4.30 

3.84 

4.30 

3-58 

3.51 

$2.00 

$2.00 

$2.00 

$2.00 

$2.00 

$1.76 

$1.76 

53.9% 

76.0% 

46.5% 

52.2% 

46.5% 

49.2% 

50.1% 

43'/>-2438 

4178—22 

4818-3 6Vi 

46-32 Vi 

59»/2-29% 

5038-3578 

41 V8-3078 

3778 

25-38 

3818 

4078 

33 

39-% 

39 

12- -7 

1 6-8 

11-8 

12-8 

14-7 

14-10 

12-9 


Operating results and financial position for 1986 and thereafter ma\ not he comparable to 1985 clue to adoption of new pension 
accounting rules. 

Series A Mandatorily Exchangeable Preferred Shares are considered common shares for purposes of calculating nook value per 
common share, average common shares outstanding and earnings (loss) per common share See note 1 to the consolidated financial 
statements. 

The percent of debt to equity for 1994 and 1993 is calculated using equity excluding unrealized net capital gains. 

N/M—Not meaningful. 
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SEARS, KOI-BUCK AND CO. 

Management’s Report 


The financial statements, including the financial analysis and 
all other information in this annual report, were prepared by 
management which is responsible for their integrity and 
objectivity. Management believes the financial statements, 
which require the use of certain estimates and judgments, 
fairly and accurately reflect the Company's financial position 
and operating results, in accordance with generally accepted 
accounting principles. All financial information in this annual 
report is consistent with the financial statements. 

Management maintains a system of internal controls 
which it believes provides reasonable assurance that, in all 
material respects, assets are maintained and accounted for 
in accordance with management's authorizations and 
transactions are recorded accurately in the hooks and 
records. The concept of reasonable assurance is based on 
the premise that the cost of internal controls should not 
exceed the benefits derived. To assure the effectiveness 
of the internal control system, the organizational structure 
provides for defined lines of responsibility and delegation of 
authority. The Company's formally stated and communicated 
policies demand of employees high ethical standards in their 
conduct of its business. These policies address, among other 
things, potential conflicts of interest; compliance with all 
domestic and foreign laws, including those related to 
financial disclosure; and the confidentiality of proprietary 
information. As a further enhancement of the above, the 
Company's conij^rehensive internal audit program is 
designed for continual evaluation of the adequacy and 
effectiveness of its internal controls and measures 
adherence to established policies and procedures. 

Deloittc & Touche LLP, independent certified public 
accountants, have audited the financial statements of the 


Company and their report is presented below. Their audit 
also includes a study and evaluation of the Company’s 
control environment, accounting systems and control 
procedures. The independent accountants and internal 
auditors advise management of the results of their reviews, 
and make recommendations to improve the system of 
internal controls. Management evaluates the audit 
recommendations and takes appropriate action. 

The Audit Committee of the Board of Directors is 
comprised entirely of directors who are not employees of 
the Company. The committee reviews audit plans, internal 
control reports, financial reports and related matters and 
meets regularly with the Company's management, internal 
auditors and independent accountants. The independent 
accountants and the internal auditors advise the committee 
of any significant matters resulting from their audits of our 
financial statements and internal controls and have free 
access to the committee without management being present. 

ft Ci ' 

F.dward A. Brennan 

Chairman and Chief Executive Officer 




James M. Denny 

Vice Chairman and Acting Chief Financial Officer 






James A. Blanda 

Vice President and Controller 


Report of Independent Certified Public Accountants 


To the Shareholders and Board of Directors 
Sears, Roebuck and Co. 

We have audited the accompanying Consolidated 
Statements of Financial Position of Sears, Roebuck and 
Co. as of December 51, 1994 and 1993, and the related 
Consolidated Statements of Income. Shareholders' Equity 
and Cash Flows for each of the three years in the period 
ended December 3C 1994. These financial statements are 
the responsibility of the Company's management. Our 
responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that we 
plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the 


accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial 
statement presentation. We believe that our audits provide 
a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements 
|)resent fairly, in all material respects, the financial position 
of Sears, Roebuck and Co. as of December 3b 1994 and 1993, 
and the results of its operations and its cash flows for each 
of the three years in the period ended December 31, 1994 
in conformity with generally accepted accounting principles. 

As discussed in note 2 to the consolidated financial 
statements, the Company changed its method of accounting 
for certain investments in debt securities in 1993 and 
postretirement benefits in 1992. 

Deloitte & Touche LLP 

February 24, 1995 Chicago, Illinois 


66 






Quarterly Results (Unaudited) 


First Quarter Second Quarter Third Quarter Fourth Quarter Year 


millions, except per 


common share data 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

Revenues, prior basis 

$12,266 

SI 1.298 

$13,008 

$12,157 

$13,206 

$12,719 

$15,440 

$14,664 

$53,920 

$50,838 

Disec >ntinued < >perati< >ns 
Reclassification of revenues 

61 

53 

62 

55 

67 

56 

74 

67 

264 

231 

of licensed departments 

235 

211 

205 

208 

203 

192 

260 

268 

903 

879 

As restated 

12,440 

11.456 

13,151 

12,310 

13,342 

12.855 

15,626 

14.865 

54,559 

51,486 

Operating income (loss). 











prior basis 

(389) 

318 

786 

599 

470 

518 

753 

671 

1,620 

2,106 

Disec mtinued c >perations 

(15) 

(16) 

(16) 

(31) 

(11) 

(15) 

(14) 

(20) 

(56) 

(82) 

As restated 

(374) 

334 

802 

630 

481 

533 

767 

691 

1,676 

2.188 

Income (loss) from continuing 











operations, prior basis 

(98) 

317 

503 

1,093 

364 

454 

490 

545 

1,259 

2,409 

1 lisconiinucd operations 

As restated: 

Income (loss) from continuing 

5 

(8) 

( 10 ) 

(18) 

17 

(5) 

3 

20 

15 

(11) 

operations 

(103) 

325 

513 

1.111 

347 

459 

487 

525 

1,244 

2.420 

Net income ( ioss) 

$ (98) 

$ 435 

$ 503 

$ 1.006 

$ 364 

S 388 

$ 685 

S 545 

$ 1.45-4 

$ 2,374 

Earnings (loss) per common 











share, prior basis 

Continuing operations 

$ (0.27) 

.$ 0.82 

$ 1.27 

$ 2.86 

$ 0.91 

S 1.15 

$ 1.24 

$ 1.39 

$ 3-16 

$ 6.22 

I)iscontinued operations 

0.01 

(0.02) 

(0.03) 

(0.04) 

0.04 

(0.01) 

0.01 

0.05 

0.04 

(0.03) 

As restated: 











Income (loss) from continuing 











operations 

$ (0.28) 

.$ 0.84 

$ 1.30 

S 2.90 

$ 0.87 

S 1.16 

$ 1.23 

$ 1.34 

$ 3.12 

S 6.25 

Net income (ioss) 

$ (0.27) 

S 1.13 

$ 1.27 

$ 2.63 

$ 0.91 

$ 0.98 

$ 1.74 

$ 1.39 

$ 3-66 

S 6.13 


Revenues, operating income, net income and related per common share amounts for 1994 and 1993 have been restated to reflect 
I Ionian. Development Co. and af filiated entities as a discontinued business. 

The fourth quarter pretax UFO adjustments w ere credits of $58 and $31 million in 1994 and 1993, compared w ith charges of $24 and 
$36 million for fhe first nine months of the respective years. 

Fourth quarter 1994 results included an $80 million charge (after taxes and minority interest) for Allstate's early retirement program. 
See note 6 to the consolidated financial statements. 

Fourth quarter 1994 results included an extraordinary gain of $195 million related to the early extinguishment of debt. Second and 
third quarter 1993 results included extraordinary losses related to early extinguishment of debt of $145 and $66 million, respectively. 
See note 12 to the consolidated financial statements, 

Second quarter 1993 results included a $635 million gain on the initial public offering of The Allstate Corporation. 

Total of quarterly earnings per common share may not equal the annual amount as net income per common .share is calculated 
independently for each quarter. 


Common Stock Market Information and Dividend Highlights 

(Unaudited) 



First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Year 


dollars 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

1994 

1993 

Stock price range 

High 

55% 

5 5U 

51% 

56 V. 

51% 

57-% 

52% 

60% 

55% 

60% 

Low 

42% 

43% 

42% 

503) 

45% 

39% 

43% 

51% 

42% 

39% 

Close 

43% 

543) 

48 

55 

48 

53% 

46 

52% 

46 

52% 

C.wh dividends declared 

.40 

.40 

.40 

10 

.40 

.40 

.40 

.40 

1.60 

1.60 


Stock price ranges are for transactions reported in a summary of composite transactions for stocks listed on the New' York Stock 
Exchange (trading symbol-S), which is the principal market for the Company's common stock. 

Tile 1993 third quarter stock prices reflect the when-issued price for the Company's common stock due to the Dean Witter spin-off'. 
The number of registered common shareholders at Feb. 28, 1995 was 262,605. 

In addition to the New York Stock Exchange, the Company's common .stock is listed on the following exchanges: Chicago; Pacific. 
San Francisco: fond on, England; Base!, Geneva, Lausanne and Zurich. Switzerland; Amsterdam, The Netherlands, Tokyo, Japan: Paris. 
France;, and Frankfurt. Germany. 
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From row, left to right: Donald II. Rumsfeld, Sybil C. Mobley, Fdward A. Brennan, Clarence B. Rogers, Jr., Nancy C. Reynolds 
Back row, left to right: Dorothy A. Terrell. Ilall Adams, Jr., William F.. Di.Mothe, Arthur C. Martinez, Michael A. Miles, James W. Cozad, Warren L. Batts 
















Directors and officers 


Board of Directors 


Edward A. Brennan 

Arthur C. Martinez 

Donald H. Rumsfeld 

Chairman of the Board 

Chairman and Chief Executive Officer 

Former Chairman. Chief Executive 

ami Chief Executive Officer 3*0 

Sears Merchandise Group 3 

Officer and President, General 

Hall Adams, Jr. 

Michael A. Miles 

Instrument Corporation 2,3. t,5* 

j Former Chairman and Chief 

Former Chairman 

Dorothy A. Terrell 

Executive Officer. Leo Burnett 

and Chief Executive Officer 

President 

Company. Inc. 1.5.6 

Philip Morris Companies Inc. 1,2,3,5 

SunExpress, Inc. 1.1.6 

Warren L. Batts 

Sybil C. Mobley 


Chairman and Chief Executive Officer 

Dean, School of Business 


Premark. International, Inc. 1,3.a*.5 

and Industry 

Committee Membership: 

James W. Cozad 

Florida A&M University 1 *,4,6 

1. Audit Committee 

2. Compensation Committee 

3. Executive Committee 

4. Finance Committee 

5. Nominating Committee 

6. Public issues Committee 

Former Chairman 

and Chief Executive Officer 

Whitman Corporation 2.4.6 

William E. LaMothe 

Nancy C. Reynolds 

Senior Consultant 

to The Wexler Group, a unit 

of Hill and Knowlton, Inc. 1,4,6* 

Chairman Emeritus 

Clarence B. Rogers, Jr. 

* Chairman of Committee 

Kellogg Company 1.2,6 

Chairman and Chief Executive Officer 
Equifax. Inc. 2*,3,5,6 



Corporate Officers 

Edward A. Brennan 

David Shute 

Gerald E. Buldak 

Chairman of the Board 

Senior Vice President, 

Vice President. Public Affairs 

and Chief Executive Officer 

General Counsel and Secretary 

Alice M. Peterson 

James M. Denny 

Vice Chairman 

and Acting Chief Financial Officer 

James A. Blanda 

Vice President and Controller 

Vice President and Treasurer 


Business Group Officers 

Arthur C. Martinez 

Jerry D. Choate 

Michael J. Gregoire 

Chairman and Chief Executive Officer 

Chairman and Chief Executive Officer 

Chairman and Chief Executive Officer 

Scars Merchandise Group 

Allstate Insurance Group 

Homan Development Co. 

Special Thanks 





Edgar B. Stern, Jr. 

Edgar B. Stern, Jr., Chairman of Hoyal 
Street Corporation, retired from the 
Sears board of directors in 1994, after 
36 years of dedicated service. His 
grandfather, Julius Rosenwald, joined 
Sears in 1895 and later became chair¬ 
man, saving the company for 37 


years: his father, Edgar, Sr., was a direc¬ 
tor for 26 years; and his cousin, Julius 
Rosenwald. If was a director for 47 
years. Edgar and his family have made 
an immeasurable contribution to Sears 
development and success, earning a 
unique place in Sears history. 
























Corporate information 


Corporate Headquarters 

Sears, Roebuck and Co. 

Sears Tower 
Chicago, Illinois 60684 
312/875-2500 

Annual Meeting 

The Annual Meeting of Shareholders of Sears, Roebuck 
and Co. will be held in the Rubloff Auditorium at The Art 
institute of Chicago. 230 South Columbus Drive, between 
Monroe Street and. Jackson Boulevard, Chicago, Illinois, on 
Thursday, May 11. 1995, at 10 a.m. 

Financial/Shareholder Information 

You may call Sears toll-free at 1-800-SEARS-80 
(1-800-732-7780) for any of the following: 

• Transfer agent/share holder records 

For information or assistance regarding individual stock records, 
dividend reinvestment accounts, dividend checks or stock 
certificates, please call the toll-free number above, or write our 
Registrar: 

First Chicago Trust Company of New York 
P.O. Box 2500 
Suite 4665 

Jersey City. New Jersey 07303-2500 


Please use the following address for items sent by courier: 
First Chicago Trust Company of New York 
1 -t Wall Street 

Mail Suite 4680 - 8th Floor 
New York, New York 10005 

• Most recent stock price information 

• Free copies of the company’s financial reports 

- Sears. Roebuck and Co. 1994 Annual Report, and interim 
financial information. 

- Audio-cassette tape of the 1994 Annual Report, for the 
visually impaired. 

- Form 10-K Annual Report filed with the Securities and 
Exchange Commission. 

- Sears, Roebuck and Co. Corporate Responsibility Report, 
including The Sears- Roebuck Foundation 199 i Report. 

Investor Information 

Financial analysts and investment professionals should 
direct inquiries to: Sears Investor Relations, 312/875-1468 

Other Information 

Written requests for information should be addressed to: 
Sears Public Affairs 
Sears Tower - 6th Floor 
Chicago, Illinois 60684 
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This expanded view of the cover scene focuses on America's families, which Sears and Allstate serve by providing quality products and services. 


© Sears. Roebuck and Co. 1995 
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